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Developing An Investment Policy 


Chartered accountants responsible for develop- 
ing an investment policy for corporation and 
institutional funds are invited to use the 
statistical and analytical services supplied by 
our organization. 

When investing personal funds, the same 
services are at vour disposal. 

An enquiry to any of our offices will bring 
prompt attention to your investment problems. 


Stock Exchange Orders Executed 


Wood, Gundy & Company 
Limited 
Toronto Montreal Winnipeg Vancouver Halifax 
Quebec Ottawa Hamilton London, Ont. 
Kitchener Regina Edmonton Calgary 
London, Eng. Victoria Chicago New York 


For up-to-date information on 
Canadian Business 


READ THE B of M 
BUSINESS REVIEW 


THIS authoritative, fact-filled 
summary gives you each month: 


1) A clear analysis of Canadian 
economic developments and 
problems. 
Detailed surveys of industrial 
and trade conditions from coast Canada read the BofM _ Business Review 
to coast. We shall be glad to add your name to our 
mailing list — without charge. Simply drop 
Businessmen all over the world who a note to the Public Relations Department, 
want the latest, sure facts about Bank of Montreal, Place d’Armes, Montreal 


" ” 


MY BANK Bank or MONTREAL 
Canada's First Gank 


WORKING WITH CANADIANS IN EVERY WALK OF LIFE SINCE 1817 
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CHARTERED ACCOUNTANTS 
MAKE YOUR PLANS NOW TO ATTEND 


THE 1954 ANNUAL CONFERENCE 


The Canadian Institute of Chartered 
Accountants 


WINNIPEG, MAN., August 23 to 26 


ADDRESSES 

Opening luncheon address, Philip Chester, A.C.A., Winnipeg, Managing Director, 
Hudson’s Bay Co. 

Conducting an Auditing Practice Today and Tomorrow, George S. Currie, C.M.G., 
D.S.O., M.C., C.A., McDonald, Currie & Co., Montreal 

Practical Financial Management — Blueprint for Profits, Frank S. Capon, C.A., 
Montreal, Treasurer, Dupont of Canada Ltd. 

Financial Management in Industry, The Requirements of the Job, William F. 
Holding, F.C.A., Toronto, President, General Steel Wares Ltd. 


Efficient Administration — How Does Your Business Rate?, George Aitken, C.A.. 
Winnipeg, Assistant General Manager, Great West Life Assurance Co. 


PANEL DISCUSSIONS IN GENERAL SESSION 

Day to Day Problems of Conducting a Practice 

Taxation and Accounting Principles, George G. Richardson, F.C.A., Clarkson, 
Gordon & Co., Torento, Chairman 

OPEN FORUM — James J. MacDonell, C.A., Price, Waterhouse & Co., Toronto, 
Chairman 

TECHNICAL PAPERS AND PANEL DISCUSSION GROUPS 

Preparation of the Annual Report to Governmental Appropriation 


Shareholders Accounting 
Financial Control over Materials Internal Report to Management 


Financial Statements and Auditors’ Taxation Problems on Purchase or 
Reports Sale of Business 


Staff Recruitment and Training Fees and Staff Remuneration 
The Operating Budget Evaluation of Internal Control 


Control and Valuation of Inventories Special Tax Problems 


PLEASE MAKE YOUR RESERVATIONS EARLY 


A large attendance is expected, so to ensure hotel accommodation please send in 
your reservation as soon as possible, either on the form supplied to you by mail 
last month or by writing direct to the Institute of Chartered Accountants of 
Manitoba, Winnipeg, Manitoba. 
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YOU CAN GUT ACCOUNTING COSTS with 
NATIONAL AUTOMATIC ACCOUNTING 


The National Class 
31 <Aceountine Ma- 
chine combines more 
time - and - money - 
saving features than 
have ever before been 
found in one machine. 
It has a_ eertified 
automatic method of 
proof which main- 
tains accounts in bal- 
ance at all times and 
saves countless hours 
of checking and _ re- 
checking. 


. Automatic 


. Fluid-drive 


Get the FREE 20-page 
hooklet ‘“‘How to Save 
Money on Your Ac- 
counting,” from your 
local National repre- 
sentative; or write to 
the Company at 222 
Lansdowne Avenue, 
Toronto, Ont. 


HERE ARE A FEW OF ITS MANY OUTSTANDING 
ADVANTAGES 


selection and 
control of more than 70 
functions. 


. Simultaneously adds and 


subtracts —— or transfers 
balances. 


3. Instant positive correction 


—in a single operation. 


. Electrified typewriter key- 


Board. 


carriage — 
travels in either direction. 


THE NATIONAL CASH REGISTER COMPANY 
OF CANADA LIMITED 


Head Office: Toronto — Sales Offices in Principal Cities 


Yes, with these and many 
other time-and-money-saving 
features, the National Class 
31 Aecounting Machine has 
already hundreds of 
firms from 20 to 40%. Phone 
or write your nearest Na 
tional office today, about 
this National Class 31 Ae 
counting Machine. 


Nattonal 
CASH REGISTERS - ADDING MACHINES 
ACCOUNTING MACHINES 


saved 
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WILL PURCHASE PRACTICE 
Established firm of chartered account- 
ants will purchase a practice in South- 
ern Ontario or consolidate with prac- 
titioner anticipating retirement. Replies 
confidential. Box 395, The Canadian 
Chartered Accountant, 69 Bloor St. E.., 
Toronto 5, Ont. 


PRACTICE WANTED 

We are interested in a purchase of a 
practice, agreement for succession or 
association with other chartered ac- 
countants anywhere in Southern On- 
tario. If interested please contact 
Ward, Buckley & Co., Chartered Ac- 
countants, 28 Duke St., Toronto 2, 
Ont. 


PRACTICE WANTED 
Chartered accountant wishes to pur- 
chase a small or medium-size practice 
in Ontario, or will consider partner- 
ship or agreement for succession. Box 
411, The Canadian Chartered Account- 
ant, 69 Bloor St. E., Toronto 5, Ont. 


ACCOUNTING PRACTICE WANTED 
Calgary and Edmonton 
Chartered accountants wish to increase 
Alberta practice and would be interest- 
ed in considering any propositions for 
the acquisition of a practice or prac- 
tices in either or both of the above 


cities. Box 414, The Canadian Chart- 
ered Accountant, 69 Bloor St. E., To- 
ronto 5, Ont. 


PARTNERSHIP OPPORTUNITY 
Winnipeg firm of chartered account- 
ants has opening leading to partnership 
for the man with the right qualifica- 
tions. Prefer man about 30 years of 
age with Commerce degree and some 
practical commercial experience. This 
is a wonderful opportunity for the 
right man. Our own senior personnel 
have knowledge of this advertisement. 
Box 409, The Canadian Chartered Ac- 
countant, 69 Bloor St. E., Toronto 5, 
Ont. 
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SWEETNESS 
and 


LIGHT 


By Jay Vee 


Mixed Grill 
NINCE we have just moved to our 
new offices and are still in the pro- 
cess of getting settled, we must invite 
our readers to a sort of pot-luck meal 
with us in this month’s column. 


As an appetizer we would offer somc 
choice morsels which one who signs him- 
self “Course Instructor’ has sent tn. 
These little gems, he tells us, were taken 
from solutions to the Fifth Year Lessons 


1. “Sales invoices should be numerically 
numbered.” 
‘Employees must either punch a time 
clock at the gate, or a time-keeper en- 
gaged for that purpose.” 
“A danger of fraud or error that should 
be avoided is having horses on the 


payroll.” 
“Course Instructor” hopes that junior 
readers in particular will relish these 
time a senior 


and remember them next 


student hauls them over the coals for 


dubious usage of English. 


Maybe, however, as far as the seniors 
are concerned the appetizer tastes rather 
flat. If so, let them regard this letter 
from New Zealand which appeared in 
The Accountant's Journal, February 1, 
1954 as a little Worcester sauce: 

New Plymouth, N.Z. 

Sir: In the past the Journal has pub- 


lished howlers from examination papers. 
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Sweetness and Light 


Apparently students are not the only culp- 
rits, as this advertisement taken from The 
Dominion of January 11, 1954 will dis- 
close. The advertisers are a leading firm 
of public accountants: 


“Applicant must be a member of the 
N. Z. Society of Accountants, and a 
knowledge of auditing will be an ad- 
vantage although this qualification is 
not essential.” 


M. J. JAMES 


And now for the main course, design- 
ed to appeal to the overworked and un- 
derfed practitioner, we have a poem by 
‘A Martyred from the 
March 27, 1954 issue of The Accountant, 
the well known English accounting publi- 
cation : 


Accountant” 


Mr. Chairman”, I said, “an auditor's bread 
Is his primary need, I agree, 
But how grateful I am tor the portion of jam 


That makes a respectable fee! 
We managed to thrive in the year ‘forty-five 
On the figure you fixed for the audit, 


And I'd not ask the board for further reward 


If the company couldn't afford it; 


“But having raised off its remarkable profits 
Reserves it will never require, 

It is not on the rocks — and to muzzle the ox 

Is a course that you cannot admire.” 


* * * 


discuss request. But 


My_ board 
don't 


shall your 

fuss’’, 

The Chairman replied, “if you find 

That the portion’s minute, and the traces of 
fruit 


Are all of the raspberry kind.” 


It looks as though those last two lines 
have taken care of the dessert as well, 
and now if the ladies would care to join 
us for coffee amid the stationery sup- 
plies, we will leave the gentlemen to 
discuss telephone outlets over their cigars 
and liqueurs.* 


*’Taint true! Ep 


WANTED 


Young chartered accountant required 
by Saskatchewan firm. Permanent 
position and good prospects. Reply, 
Stating age, marital status, education 
and experience. Box 413, The Cana- 
dian Chartered Accountant, 69 Bloor 
St. E., Toronto 5, Ont. 


WANTED 


A position with a professional firm is 
sought by a recently qualified English 
chartered accountant emigrating to 
Canada in August. Age 26, single, 
willing to commence in a junior ca- 
pacity if required. Six years varied ex- 
perience with a medium-sized firm of 
chartered accountants in London. Box 
410, The Canadian Chartered Account- 
ant, 69 Bloor St. E., Toronto 5, Ont. 


POSITION WANTED 


Ambitious chartered accountant, age 
33, presently in public practice, desires 
position with practising chartered ac- 
countant with a view to partnership or 
succession of practice. Box 396, The 
Canadian Chartered Accountant, 69 
Bloor St. E., Toronto 5, Ont. 


FINANCIAL OFFICER 
$5,720 - $6,360 
Dept. of Veterans Affairs 


Ottawa 
Details and application forms at near- 
est office of the Civil Service Commis- 
sion, Post Office, or National Employ- 
ment Office. Quote Competition 
54-468. 
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$5.00 a year 
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Electronics in Ace 


Already, many large and small businesses are using IBM 





tind | 


Electronic Business Machines to speed their work. Every 
day more of these machines are coming off IBM pro- 
duction lines to save time, money, and effort for more 
companies. 

The Electronic Calculating Punch, one of the g types 
of IBM Electronic Machines, is pictured above. It is 
used for all types of accounting and statistical com- 
putations. In the investment brokerage industry, for 
example, this machine does the complete computations 
for 100 purchase and sale transactions in one minute. 

IBM’s leadership in applying electronic principles 
to punched card accounting machines has given greater 
speed, accuracy, and economy to the vital requirements 





of calculating and accounting. 


INTERNATIONAL BUSINESS MACHINES COMPANY LIMITED, 
Head Office: Don Mills Road, Toronto 6, Ontario. 
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The FORT GARRY, Winnipeg 


Chosen 1954 convention headquarters by C.I.C.A. 
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Winnipeg's finest hotel—convenient to CNR Station, 
financial, business and shopping districts. 260 com- 
fortable rooms with shower or bath. Excellent 
meals. Rates from $6.00 — European Plan. 
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WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street . - . - . - Toronto 1, Ont. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers : - Hamilton, Ont. 





PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND-HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 
Barristers and Solicitors 
Hamilton Building, 395 Main Street - - Winnipeg, Man. 





Accounting Efficiency 


depends greatly on accessibility of records. Their 
preservation from Fire and Theft can only be assured 
in a reliable safe or vault. 


Consult us as to the type of safe protection 
advisable for you or your client. 


J.&J. TAYLOR Limiteo 


ToRONTO SAFE works 
TORONTO - MONTREAL - WINNIPEG - VANCOUVER 
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SL BUSINESS FORMS “wwresceaves 
Lue INTERLEAVED 

Save costly hours of unnecessary handling 
with "Custom Built'’ snap-out carbon forms 








in every style for any job. 







Write or phone 


Se 


DIAL 3-2233 EM. 3-0106 























BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 






Barristers and Solicitors 







25 King Street West Toronto 1, Ont. 





ALAN DIGNAN, Q.C. 






Barrister and Solicitor 





Toronto 4, Ont. 





Bloor Street & St. Clarens Avenue 








H. MEYER GOODMAN & WOLFE D. GOODMAN 





Barristers and Solicitors 





Toronto 1, Ont. 





88 Richmond Street West 









PLAXTON & COMPANY 


Barristers and Solicitors 















Suite 1207, 320 Bay Street Toronto 1, Ont. 








BANK CONFIRMATION FORMS 


I oo obi dois cde eees sce oe ee 
Imprinted (minimum run 500) ..........$17.50 
Per 100, additional, ordered at same time $ 3.25 







Postage or Express Collect 


THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 
10 Adelaide Street East Toronto 1, Ontario 










%-: $$$ $$$ ——$——————————___—_—————— ft 
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APPLICATION FORMS 


DIAN CHARTERED ACCOUNTANT 






ENQUIRY: EM. 4-6481 
TORONTO 'PHONE ORDER: EM. 4-8311 





prepared by the Ready to Serve You 


Committee on Personnel 


— ¥ 35 BLOOR ST. EAST 


—Grand & Toy’s newest 
store featuring: 


Per dozen $ .50 “Everything for the office” 
Per 100 4.00 OFFICE SUPPLIES 
PRINTING 


BUSINESS FURNITURE 


—And we are pleased to find ourselves 


The Canadian Institute neighbours of the CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS who 
moved recently to fine new quarters 
of Chartered Accountants nearby. 
69 Bloor Street East [;RAND & TOY 
Toronto 5 Ontario 6-14 Wellington Street West 


332 Bay St. - 115 Yonge St 
35 Bloor St. E. - 1 Front St. E. 
TORONTO 1, CANADA 








PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


464 St. John Street 


Barristers and Solicitors 


: : Montreal 1, Que. 





STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building . - Montreal 1, Que. 


McDONALD, JOYAL, FOGARTY & MILLS 


53 Queen Street 


Barristers and Solicitors 


Ottawa, Ont. 


REDMOND QUAIN, Q.C. 


56 Sparks Street 


Barrister and Solicitor 


Ottawa, Ont. 
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Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 


Our services are always available without 


obligation to members of the accounting profession. 
é § 


Gairdner & Company Limited 
320 Bay Street, Toronto 
EMpire 6-8011 
Montreal Quebec City Hamilton Calgary 


Distributors Kingston Kitchener London Winnipeg 
New York City 


Underwriters 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 


Roy Building - - - - Halifax, N.S. 


DIXON, CLAXTON, SENECAL, TURNBULL, MITCHELL & STAIRS 
Barristers and Solicitors 


Bank of Canada Building : : Montreal 1, Que 


DUQUET, MACKAY, WELDON & TETRAULT 
Barristers and Solicitors 


360 St. James Street West : Montreal 1, Que. 


McMICHAEL, COMMON, HOWARD, KER & CATE 
Barristers and Solicitors 


Royal Bank Building . - . - Montreal 1. Que. 
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Ontario Institute’s New Building 


QO’ the evening of April 29 the per- 
sonnel of the Ontario Institute and 
of the C.I.C.A. left their respective of- 
fices a little later than usual, and as the 
portals closed behind them for the last 
time a few of them (the sentimental 
ones) looked back a little wistfully. To 
all of them 10 Adelaide Street East had 
been their week-day home for the entire 
duration of their employment with the 
respective Institutes, and it had been the 
home of the two Institutes long before 
the first of the present personnel entered 
the great bronze door on the ground 
floor for the first time. Nowadays hardly 
anyone stays for long in the same place 
but, even so, one cannot suppress a 
feeling of nostalgia at leaving the day- 
time home which has become so familiar 
and in which so much has happened over 
the years, even though, like Sidney Car- 
ton, it may be a far far better place he 
goes to. 

On the following day, which being 
April 30 has particular significance to 
most members of the accounting profes- 
sion, the Ontario Institute and the 
C.I.C.A. took possession of their new 
premises in the Ontario Institute’s hand- 
some new building at 69 Bloor Street 
East, designated “The Chartered Ac- 
countants’ Building’. The Ontario In- 
stitute occupies somewhat more than half 
of the main floor and the C.I.C.A. about 
an equal area of the second floor, the re- 


mainder of the space being leased out to 
other organizations. Our own editorial 
offices are at the southwest corner of the 
second floor, and our personal sanctum is 
to be blessed by both the southern and 
western sky. The executive secretary of 
the C.I.C.A., who is ensconced in the 
north-west corner, has, by an unkind 
fate, been totally debarred from a view to 
the west by the protruding electric sign 
of a moving picture theatre. What is 
more, the sign, which advertises the 
various cinematographic productions on 
display inside the theatre, not only em- 
ploys lights of variegated colours but, we 
fear, it is one of those signs which flashes 
on and off. Visitors to Mr King who 
come late will therefore have the pleas- 
ure of conducting their conversation in 
the cheerful glare of the rainbow’s col- 
ours — one after the other. 


Scottish Institute’s Centenary 


ANADA’S chartered accountants will 

be officially represented at the cen- 
tenary of the founding of the profession 
in Scotland by Mr Walter J. Macdonald, 
president of the C.I.C.A., himself a na- 
tive of Scotland, and Mr E. J. Howson, 
F.C.A., a past president of the C.ILCA., 
as well as by representatives of several 
provincial Institutes. The celebration of 
the grant of the first charter to the So- 
ciety of Accountants in Edinburch is to 
take place in the Scottish canital June 
16 to June 18. The profession in Can- 
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ada — and the same can probably be said 
of almost every country in which English 
is spoken — owes an immeasurable debt 
to the Scottish chartered accountants and 
to the various Scottish societies of ac- 
countants, now joined into one. Re- 
cently, indeed, we encountered a chart- 
ered accountant in New Brunswick who, 
though an Englishman born and bred, 
was nonetheless a member of the Scottish 
Institute in spite of the fact that he had 
never been in Scotland in his life. It 
was Sir Winston Churchill, we think, 
who said that the only trouble with 
Scotsmen was that there weren’t enough 
of them. Apparently Scottish chartered 
accountants have found a way to remedy 
even that failing. 

The Canadian Chartered Accountant 
joins with the rest of the accounting 
world in extending to the Scottish In- 
stitute heartiest congratulations on com- 
pleting its first hundred years and will 
look forward to expressing a similar 
thought in its June 2054 number. 


The Demise of Reg. 1100(4) 

ROBABLY no one witnessed with 

greater satisfaction than accountants 
the removal from the scene of Income 
Tax Regulation 1100(4), which linked 
the capital cost allowances of corpora- 
tions to their books and accounts and, 
in conjunction with the statutory rates 
and the other rules, distorted, sometimes 
seriously, income reporting. The re- 
moval of reg. 1100(4) will, however, 
bring to the fore another problem. 
Glancing through the April 1954 num- 
ber of The Journal of Accountancy we 
happened on “Letters to the Editor’, and 
what do you suppose was the heading to 
the very first letter on the page? 


“Deferred Taxes Are Not Forgiven: 
Not Reporting Them is Misleading”. 


The Canadian Chartered Accountant, June, 1954 


The Quebec Income Tax Act 

LTHOUGH The Canadian Chartered 

Accountant does not express any 
view on controversial political questions 
— and certainly Quebec’s new personal 
income tax legislation falls within that 
description — our readers will not, we 
are sure, desire us to ignore all notice of 
a measure which will affect them in their 
professional capacity — and undoubtedly 
the new Quebec statute fits that descrip- 
tion. Those of our confréres resident in 
Quebec will not only have to take cog- 
nizance of the new statute in their pro- 
fessional practice, they will have to do 
so in their personal capacity as well. So 
also, it appears, will many chartered ac- 
countants who are not resident in Quebec 
but who possess clients carrying on busi- 
ness there and also chartered accountants 
not resident in Quebec who are mem- 
bers of accounting firms which have 
offices in Quebec. The Quebec legisla- 
tion follows the Dominion Income Tax 
Act in requiring employers, wherever 
resident, to deduct the Quebec tax on 
wages and salaries at the source, and 
though we understand that the fiscal 
legislation of one Province is not en- 
forceable in another Province the Quebec 
legislation can undoubtedly be enforced 
in Quebec where the non-resident client 
is carrying on business. Members of ac- 
counting firms which possess offices in 
Quebec, though themselves not resident 
in Quebec, appear to be taxable under 
the Quebec statute on the portion of their 
professional income reasonably attribut- 
able to the business carried on by their 
firms in Quebec, and, what is more, there 
seems to be some question under the 
terms of the Quebec legislation whether 
they are entitled to any part of the per- 
sonal and marital allowances which are 
accorded to residents of the Province. 








Outline of a Plan 
For Profit-Sharing 





By Douglas D. Irwin, B.A., C.A. 


The principles and mechanics 
of successful profit-sharing plans 





re for the sharing of corporate 
profits with employees are intended 
to promote the economic achievement 
and morale of an organization and its 
employees. The two purposes provide 
mutual support and one cannot be easily 
attained without the other. Therefore, 
any successful plan of profit-sharing 
must stress sound financial planning and 
sound psychology. 

While to increase corporate profits 
may be the main aim of investors and 
management, the importance of impart- 
ing to the employee a sense of partici- 
pation in the success of the enterprise 
cannot be too strongly emphasized. The 
end result of profit-sharing should be 
greater esprit de corps among all em- 
ployees, and this will most assuredly be 
achieved if the individual employee is 
able to understand clearly the way in 
which he shares in the general pros- 
perity of the organization. 


Experience in many actual schemes of 
profit-sharing shows that management 
must start with an earnest desire to im- 
prove the economic condition and gen- 
eral welfare of the employees rather than 
with the main purpose of securing 
greater earnings. By so doing, a part- 
nership of capital, management, and 
working force may be created. As in 


the case of a legal partnership the bene- 
ficial results of the partnership contract 
should be shared on a basis which recog- 
nizes the respective contribution of each 
member. 

It is important that the terms of any 
profit-sharing plan be explicitly stated 
and rigidly observed. Insofar as pos- 
sible the operation of the plan once es- 
tablished should be removed from di- 
rect influence by the management. In 
this way the employees will feel a sense 
of importance, independence, and secur- 
ity which cannot be achieved if their 
share of profits, however large, is 
looked upon as an arbitrary and wilful 
gift. 

Further principles and the general 
mechanics of any plan for profit-sharing 
are best illustrated by a hypothetical 
case. For this purpose let us suppose 
that a profit-sharing plan is to be set 
up for a sales organization, with a staff 
of 80 people classified as follows: 


Staff 
MRCS ces ii saen cis csteancdensicnt 2 
2. SMPECe OUSIE SALES. 6: 02-5.06.6550.5 12 
3. Indirect and administrative sales 18 
4. Accounting and traffic control .... 14 
5. Stenographic and office personnel 14 
6. Warehouse personnel ............. 20 

80 
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We shall assume that capital em- 
ployed in the business is $1,250,000, this 
being the amount of paid-in capital stock 
together with accumulated profits as 
shown by the last balance sheet of the 
company. We shall also assume that 
operating profits before income taxes and 
any deduction for profit-sharing, but af- 
ter all charges for operating expenses, 
bad debts, depreciation, etc., are approxi- 
mately $400,000 per annum. 

The following factors should be con- 
sidered in determining the distribution 
of profit: 

1. Profits should be the normal business 
profits after all ordinary charges al- 


lowed for income tax purposes, but - 


before the charges for employees’ 
profit participation and income taxes. 
. An allowance should be made for a 
fair rate of return on the amount of 
capital employed in the business. 
. A formula for the calculation of the 


share of profits to be paid to the 
employees should be determined. 


. Participation by 
profits. 


management in 


. A system of evaluating the individ- 
ual employee’s share of the profit 
pool. 

. Arrangements for the creation, ad- 
ministration, allocation, and distri- 
bution of the employees’ profit pool. 

. Considerations of income taxation. 

. Actual cost to employer. 


Fair Return on Capital Employed 


One principle of profit-sharing is that 
employees should be paid a basic re- 
muneration at or above market levels for 
each job classification before profit par- 
ticipation is taken into account. 

Similarly an appropriate return on 
capital, at least equal to the market level 
of a return on investment in the same or 
a similar line of business, should be pay- 
able to the shareholders before determin- 
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ing the amount of profit to be shared 
with the employees. 


A rate of from 5% to 15% might be 
adopted as a fair return on the amount 
of capital employed, having regard to 
the nature of the company’s business 
and particularly the risks involved. It 
might be correct to adopt a rate of 15% 
if the business is of a speculative nature 
selling mew products, exploring new 
fields, etc. On the other hand, if it is 
a well-established business selling, on a 
conservative basis, products for which 
a good market has been developed, a fair 
rate of interest on capital invested might 
be 6% to 8%. However, the employees 
of profit sharing companies would tre- 
ceive at least as high as, and preferably 
better than, average remuneration, and 
the shareholders would thereby incur a 
somewhat greater risk under a profit- 
sharing plan than would otherwise be 
the case. Any losses which may be sus- 
tained fall wholly on the shareholders. 
It would be unwise and impracticable to 
expect the employees to bear part of 
them even though losses will be greater 
to the extent that employees’ wages are 
better than average. A special risk-tak- 
ing reward may properly be given to 
the shareholders to insure against this 
special risk. In the following computa- 
tions, therefore, a rate of return to share- 
holders of 8% has been used. 


In rewarding the investors in our 
hypothetical enterprise we first reserve 
8% of $1,250,000 ($100,000) and de- 
duct this amount from the operating pro- 
fits. The shareholders thus will receive 
the benefit of an appropriate interest al- 
lowance, plus a substantial share of the 
remaining profits. 

The remaining profits will then be di- 
vided between shareholders and em- 
ployees on some appropriate basis. The 
basis should, of course, recognize that 
corporate taxes must be paid out of the 
shareholders’ gross share. The formula 
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for distribution will, therefore, reflect 
a result which relates the shareholders’ 
net share, rather than the gross share, 
with the employees’ share. 


Distribution of Profits to Employees 


After providing for a fair rate of re- 
turn upon capital employed we divide 
the balance of the profits so that the em- 
ployees’ profit share is equal to the final 
net earnings after corporate income 
taxes. Both capital and working force, 


. Return on capital = 

. Profits = $400,000 

. Net earnings after taxes = 

. Employees’ share = Y = 

. Corporate income taxes = 
and 


8% of $1,250,000 = 
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having first received a fair basic return 
for their respective contributions, will 
now share equally the remaining profits. 
Furthermore, as both employees and in- 
vestors are subject to personal income 
taxes upon eventual distribution, an al- 
location of this sort will create the con- 
ditions of fair and equal partnership. 

Changes in corporate income tax rates 
will not affect the exact calculations in 
any year as such taxes will form part of 
an algebraic equation illustrated as fol- 
lows: 


$100,000 


Shareholders’ shares of profits = X 
X — $100,000 
20% on $20,000 = 


$4,000 


49% on remainder of taxable profit 
6. Taxable profit = $400,000 — (Y) or (X — $100,000) 


Equation: 


= (Profits — Employees’ share) — Taxes 


= $400,000 — (x — $100,000) 


— (20 x ($20,000) + 49 ($400,000 — $20,000 — (x — $100,000) 


(100 ) 100 ( 


) 


$500,000 — x — $4,000 — 49 ($480,000 — x) 


100 


$50,000,000 — 100x — $400,000 — 


$26,080,000 
$172,715.23 
x — $100,000 
$172,715.23 — $100,000 
$72,715.23 
Proof: 
Profits 
Less 
Employees’ profit share 


Taxable profit 
Less 
Income taxes on $ 20,000.00 
on $307,284.77 


Net earnings available to shareholders .... 


Consisting of: 
Return on capital employed 


Profits’ share equal to employees’ share above ....... 


$23,520,000 + 49x 


$400,000.00 
T2411 D29 
$327,284.77 


$ 4,000.00 


150,569.54 154,569.54 


$172,715.23 


$100,000.00 
F241 deo 


$172,715.23 
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The net earnings accruing to share- 
holders consist of $100,000, which is a 
fair return on capital, plus $72,715.23, 
which is a share of profit equal to the 
share payable to employees. 

The equal distribution of profits may 
be more explicitly shown as follows: 


Profits subject to distribution $400,000.00 
Deduct 


Fair return on capital employed 100,000.00 


$300,000.00 
Less 


Federal income taxes 154,569.54 
Net profits for distribution $145,430.46 


Whereof: 
To employees 50% $ 72,715.23 
To shareholders 50% 72,715.23 


$145,430.46 





Having thus determined the arithmeti- 
cal method of arriving at the total of the 
employees’ share of profits, we turn to 
an examination of the principles and 
mechanics of allocating this share to the 
individual participants. 


Management’s Participation in Profits 


The executives of the organization 
occupy a unique position as employees. 
Through imagination, initiative, and the 
exercise of control functions they make 
a more obvious contribution to the suc- 
cess of the enterprise than other indi- 
vidual employees and should receive a 
reward distinguished in method of de- 
termination from that used for all other 
employees. It is therefore proposed 
that management should receive 50% 
of the employees’ share of profits. In 
this illustration, this would be 50% of 
$72,715.23, or $36,357.61. 

The sum of $36,357.61 would then 
be divided among the executive officers 
on an equal or on some other equitable 
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basis according to their respective con- 
tributions to the enterprise. 


Evaluation of Individual 
Employee’s Share of Profits 


Profit-sharing is not a substitute for 
adequate basic remuneration. Almost 
all successful profit-sharing plans are 
found in organizations where the basic 
wages or salaries are at least equal to, and 
often exceed, the market level for each 
classification of employee. Basic re- 
muneration should compensate the em- 
ployee fully for his unique service and 
take into account his training, experience, 
responsibility, position and, to a certain 
extent, his length of service. 


The employee’s share of the profit is 
intended to represent his portion of the 
beneficial effect of the team effort. It 
seems fair to assume that to a very large 
extent his participation in the profit 
plan will be gauged by the factors which 
determined his basic remuneration. This 
is a practical guide and permits man- 
agement to limit the additional factors 
governing the employee's participation 
in the profit plan to an evaluation of 
special reward for outstanding service, 
long service, loyalty, and effort. 


While there are a great many varia- 
tions and combinations in different plans, 
I suggest, for simplicity, that the 
share of each employee in the profit 
pool should be based on an award of 
points as follows: 


Basis 


1. Basic remuneration: 1 point for each 
$10.00 of annual remuneration. 

2. Length of service: An increment of 2% 
for each year of service with a maxi- 
mum of 40% calculated on_ basic 
points. 

3. Special service: Expressed as a % of 
basic points. 

The points for basic remuneration and 
length of service are self-explanatory, 
but the basis of awarding points for 


n- 
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special service is not so easily defined. 
The principle generally followed is that 
there must be no confusion in the deter- 
mination of points. Insofar as possible 
no arbitrary or undefined influence 
should detract from the fairness of the 
scheme. However, there may be cases of 
especially meritorious service which the 
employees themselves would recognize 
as deserving of additional consideration. 


Management may reward a continuous 
merit through promotion and/or higher 
basic remuneration which will be re- 
flected automatically in higher points 
for profit-sharing. Valuable suggestions 
made for the benefit of the organization 
as a whole, winning of competitions, ex- 
ceeding of sales quotas, achievement of 
cost savings, and acts beyond the call of 
duty should be rewarded in the year in 
which they took place. An award of 
extra points might be calculated as a 
percentage of basic points or given in 
absolute amounts. A committee consisting 
of two or more employee representatives 
and one executive might be appointed 
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is now with Fred Page Higgins & 
Co., Toronto. 


to evaluate these special awards. As 
these constitute the only extraordinary 
incentive to special effort a good deal of 
publicity should be given to the awards 
made. 

The total of the points of all em- 
ployees will be divided into the total 
profit to be shared and a point value 
established. Each employee may then 
readily determine the exact amount of 
his profit share. 

There follows an illustration of the 
operation of the point system for a par- 
ticular employee: 


OPERATION OF POINT SYSTEM 


Calculation Total 





Year of Basic Basis of 
Service History Remuneration Points of points Points 
First Commencement "$2,400. p.a. $10.00 = 1 pt. * ~ ae 
Length of 
service 2% of 240 4.8 244.8 
Second Given raise $3,000. p.a. $10.00 = 1 pt. 300. 
same position 
Length of 
service 4% of 300 12. 312. 
Third Promoted with $4,000. p.a. $10.00 = 1 pt. 400. 
higher salary 
Length of 
service 6% of 400 24, 
Special award 3% of 400 20. 444, 
Fourth No change $4,000. p.a. $10.00 = 1 pt. 400. 
Length of 
service 8% of 400 32. 432. 
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Let us assume that the 78 non-execu- 
tive employees in our illustration achieve 
a total of 36,000 points at the end of the 
first year and that there is $36,000 in the 
profit pool. Since each point has a value 
of $1.00, the employee in this illustra- 
tion, therefore, will receive $244.80 at 
the end of his first year of employ- 
ment. 


Administration of 


Employees’ Profit Pool 
A. Period of Declaration of Profits 
Profit shares may be determined 


monthly, quarterly, or yearly without dis- 
turbing the point system. For ease of 
administration, however, I suggest that 
the points for the ensuing year be those 
established at the end of the previous 
year after the special awards of the pre- 
vious year have been deducted. Ad- 
justment for length of service should 
only be recognized at the end of each 
year of service. 


B. Allocation of Profit Shares 

While the profit shares might be de- 
clared monthly or quarterly actual allo- 
cation or payment should not be made 
in full on a monthly or quarterly basis. 
Payment might be deferred entirely un- 
til the end of the profit year or limited 
to an interim monthly or quarterly pay- 
ment not to exceed, say, 50% of the 
amount declared. These limitations will 
permit adjustments for possible losses 
in off-months, changes in the number 
and remuneration of employees, and 
special awards. The partial deferment 
would also discourage employees from 
leaving service at least until after a year- 
end. 


C. Appointment of Trustees 
A committee of trustees might be es- 
tablished consisting of an equal number 
of representatives from the employees 
and from the company with a third 
party selected as chairman by agreement 





The Canadian Chartered Accountant, June, 1954 






between the other representatives. The 
principles of the plan should be incorp- 
orated in a trust deed which appoints 
the trustees to receive the employees’ 
share of the profits and to implement 
distribution. 

It might be desirable to provide that 
an auditor’s certificate be delivered to 
the trustees stating that the profit-share 
payable in a specified amount has been 
determined in accordance with the terms 
of the plan. The company will pay the 
amount specified in each year to the 
trustees who will allocate the individual 
shares, make the necessary payments, and 
administer the investment of any funds 
left on hand. 


Taxation 


Section 79 of the Income Tax Act re- 
lates to profit-sharing plans and provides 
in essence as follows: 

1. The employees’ share of profits must 
be pre-determined and based upon 
business profits. 

2. Payments under a plan must be paid 
over to a trustee created by a trust 
deed. 

3. The trustee must allocate the amounts 
received to all beneficiaries under the 
plan in the year of receipt by the 
trustee. 

4. The amount paid to the trustee is 
deductible by the company as an ex- 
pense in the year of deduction, so 
long as the trust is in effect. 

5. The trust as such is not taxed. 
Amounts allocated by the trustee be- 
come taxable income in the hands of 
the beneficiaries in the year of allo- 
cation whether actually paid or not. 
The net amount of interest earned 
or paid, dividends received, gains or 
losses on investments and ordinary 
expenses of the trustee become a part 
of the total amount which must be 
allocated to the beneficiaries. 
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If sums allocated are not paid in full 
in a year and subsequently there arises 
a redistribution which reduces the orig- 
inal allocation, the beneficiary will have 
been subjected to a tax on an amount 
greater than the eventual receipt. There 
is no provision for adjustment of this 
overtaxation other than that the taxpayer 
might presumably declare the reduction, 
apply for a re-assessment of income, and 
cause the excess tax paid to be credited 
to any other income tax liability. 

If the sums eventually received ex- 
ceed amounts previously allocated, the 


Profit- 
Operating sharing 


Profit 


Before installing 
plan 
After installing 


$400,000 Nil 


$400,000 $72,715 


The foregoing represents only one 
possible outline of a profit-sharing plan 
but illustrates the essential principles 
common to all successful plans. Various 


distribution income taxes 
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excess becomes taxable in the year of 
receipt. 

The trustee would be required to 
withhold from the sums allocated the 
appropriate deduction for personal in- 
come tax, although the company would 
probably assume responsibility to en- 
sure that deductions were made. 


Actual Cost of Plan 


The actual cost to the employer of in- 
stalling our illustrated profit-sharing 
plan would be as follows: 


Federal 
income 
taxes 


Net profit 
after income 
taxes 


Profit 
subject to 


$400,000 $190,200 $209,800.00 


$154,569 L727 eae 


$327,284 


$ 37,084.77 


Actual effective cost = 


combinations of the factors involved may 
be tried in order to find that arrange- 
ment which will be best suited for any 
particular organization or purpose. 


A HAIR OF THE DOG 
S. B. Brown, Australian chartered accountant, reports that in Australia some persons, not 
members of the recognized Institutes of accountants and therefore not bound by codes of 
ethics, “advertise fairly extensively for professional work”, particularly in the country areas. 
To overcome this, one of the Institutes authorized a form of advertisement to be inserted 


from time to time in the press “in any country area selected by the relevant State Council”. 
The advertisement carries the full name of the Institute and reports that the announcement 
is made “for the information of the public’. Then it sets forth the “sort of person a chart- 
ered accountant (Aust.) is professionally” and notes that he is forbidden to advertise or 


canvass for business. 
—From The Accountant, March 1953 











After Three Score Years and Ten 


By H. Percy Edwards, F.C.A. 


Highlights in the history of the 
Institute of Chartered Accountants of Ontario 
culminating in the opening of its new building on May 27, 1954 
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oo methods are used by writers to 
present historical happenings. The 
one builds a story of individual heroism 
around certain facts which are purely 
incidental, producing in the reader an 
immediate interest without lingering im- 
pressions. The other deals with facts 
and enlists the cooperation of the reader 
in the building up of scenic effects. In 
this recital of incidents I have chosen 
to follow the latter method. There are 
dates and figures to satisfy the statistical- 
minded and heroes aplenty for those who 
care to enter into the spirit of the In- 
stitute’s early days. 


While the Ontario Institute did not 
receive its charter until 1883, the work 
of organizing it dates back to a meeting 
held on November 11, 1879 at the of- 
fice of Robins, Myles & Co. in response 
to invitations sent to all the ‘‘public ac- 
countants, accountants in banks, mone- 
tary institutions, and insurance compan- 
ies, representative bookkeepers and others 
in Toronto”. Eighteen persons attended 
this meeting and passed a resolution 
“that it is desirable to form an Associa- 
tion of Accountants for the Dominion 


of Canada”. William Robins, William 
Fahey, M. Robins, H. W. Eddis, and 
William Anderson were elected the orig- 
inal members of the Institute to ballot 
for applicants and to prepare a constitu- 
tion and by-laws. These men were in- 
structed to “frame the rules, as far as 
possible, on the model of the Institute of 
Accountants of Great Britain’. 

Nearly a month later, on December 
10, 1879, the first general meeting of the 
Institute was held with an attendance of 
24 original and elected members. The 
original members retired and submitted 
their applications for membership. Upon 
a ballot being taken they were elected 
to membership. The constitution and 
by-laws of the “Institute of Accountants 
and Adjusters of Canada” were adopted. 


The first president of the Institute was 
Charles Robertson and the first vice- 
president William Anderson. They 
were supported by a Council consisting 
of Hugh Scott, William Badenach, E. 
R. C. Clarkson, James E. Day, William 
Robins, James Watson, D. O'Reilly, 
F, J. Minet, and H. 'W. Eddis. Council 
later appointed William Robins as 





A condensation of an article by H. ‘Percy Edwards, FCA., entitled “Three Score Years”, 
published in The Canadian Chartered Accountant, February 1940 and of an additional article 


by Mr Edwards on the history of the Institute from the end of that period to the present time. 


356 









im 


nd 


ig- 
lot 
tu- 
in- 


of 


er 
he 
of 
he 
ed 
on 
ed 
nd 
its 


ras 
ce- 
cy 
ng 


m 
ly, 
cil 
as 


3”, 
cle 
ne. 








After Three Score Years and Ten 


secretary-treasurer and instructed him 
to procure the necessary stationery and 
books. 

That the accountants of those times 
experienced a pressure of work during 
the early months of the year seems to 
be borne out by the fact that three 
meetings called in January, February, 
and March of 1880 failed for lack of a 
quorum! However, Council did make 
arrangements with the Board of Trade 
for the use of a room at $80 per an- 
num, without taxes, and the secretary 
bought a table for $20 which was mov- 
ed into the room ready for the next 
general meeting on April 15. 

Meanwhile accountants in other On- 
tario centres began to show an inter- 
est in the new Institute. By the end 
of the year 1880, the Institute had a 
total membership of 59, of whom 43 
were resident in Toronto, eight in 
Hamilton, six in London, and one each 
in Brantford and Belleville. 

Under the second president, Wil- 
liam Anderson, the Institute extended 
its activities. Several members gave a 
series of talks upon subjects of inter- 
est to accountants and to the business 
public. Typical of these was an ad- 
dress by H. W. Eddis on “Balance 
Sheets” in May 1881. 


Application for Incorporation 


It remained for the next president, 
S. B. Harman (one time Chief Magis- 
trate of Toronto), to secure incorpora- 
tion of the Institute although an un- 
successful attempt had been made ear- 
lier. A man of tremendous vision and 
understanding, he saw to it that every 
member of the Legislature was well ac- 
quainted with all phases of the Insti- 
tute’s objects and activities. When 
presented, the petition for incorpora- 
tion was accompanied by a list of 211 
names of accountants from 22 cities 
and towns in Ontario and elsewhere. 
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On March 9, 1883 Mr. Harman ad- 
dressed the Institute concerning the 
charter ‘which’, he said, ‘it was a mat- 
ter of satisfaction had been successfully 
carried in the Legislature and was now 
the law of the land as 46 Victoria 
(1882-3) chapter 62”. 

And so, cradled in a voluntary as- 
sociation, was born ‘The Institute of 
Chartered Accountants of Ontario”. 


No time was lost in amending the by- 
laws to conform with the Act of In- 
corporation, and those members not 
specifically named in the petition were 
asked to renew their application for 
membership. As a result 116 imme- 
diately responded and were duly elect- 
ed members. 


Qualifying Examinations 


In the period which followed Coun- 
cil framed the rules for the examina- 
tion of candidates for the “Diploma of 
Fellowship” and the “Certificate of 
Competency”. The requirements of 
examination for the diploma called for 
“such high qualifications and recog- 
nized efficiency as shall warrant the 
Council in endorsing the candidate for 
the practice of a public accountant”. 
On the other hand the certificate re- 
quired of the candidate a familiarity 
with the principles which govern all 
accounts and the exhibition of good 
methods in his own department. He 
was not expected to exhibit a knowl- 
edge of “modes of recording and dis- 
tributing which prevail in lines of 
business foreign to his own experi- 
ence”. 


In his report to the annual meeting 
of 1885, the president referred to the 
rules regarding examinations and the 
granting of diplomas and certificates to 
its members. He earnestly hoped “that 
the members generally during the com- 
ing year will avail themselves of the 
opportunity of obtaining diplomas and 





358 The Canadian Chartered 
certificates as authorized by the Act of 
Incorporation”. 

This quotation deserves more than 
passing mention. There is, in the 
minds of many, an impression that the 
early members secured the privilege of 
calling themselves chartered account- 
ants without passing any examinations. 
I have always understood that exam- 
ination has been the only gateway to 
admission in the Institute. This ap- 
pears to be borne out by the records, 
for we find the name of E. R. C. Clark- 
son among the petitioners for the 
Charter of Incorporation and later as 
having presented himself for examin- 
ation for the diploma entitling him to 
use the designation “Chartered Ac- 
countant”. In November 1887 Council 
published a declaration that the desig- 
nation “Chartered Accountant” shall 
belong exclusively to members of the 
Institute practising as public account- 
ants while continuing in membership. 


The first recorded granting of a dip- 
loma to a member of another account- 
ing society was upon the application 
of Michael Crawley who, upon produc- 
ing his certificate of fellowship in the 
Society of Accountants and Auditors 
of London, England, was made a mem- 
ber of the Ontario Institute. 


Admission of Women 


In 1894 Council met to consider the 
case of a lady who was an unsuccessful 
candidate for the diploma at the re- 
cent examinations. They decided that 
if an offer of an associate certificate 
would be acceptable to her it would be 
issued as provided by the by-laws. The 
lady in question did accept, and so for 
a short time the problem of admitting 
women to the profession was post- 
poned. 

However, the next year Council re- 
ceived three more applications of like 
nature and a general discussion ensued. 
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Many and varied were the reasons giv- 
en by individual members for admit- 
ting or barring women. Some express- 
ed the opinion that the nature of the 
accountant’s duties in factory and ar- 
bitration work was unsuitable for 
ladies; some considered that “the em- 
ployment of women clerks was detri- 
mental to the value of male labour’; 
one feared that women would have a 
preference because they would ask a 
lower fee. Others thought that pro- 
ficiency shown in passing the examina- 
tions should be the sole test of their 
admissibility. When a vote was taken 
it was unanimously decided not to ad- 
mit women to membership, and in reach- 
ing this decision Council was mainly 
guided by the precedent of other pro- 
fessional societies. Upon this decision 
the Council of 1912 refused to allow 
two women to sit for the examination 
of that year. 


While upon this subject we may 


bridge the gap of years and deal finally 


with this question. | The women per- 
sisted in submitting their applications, 
and succeeding Councils were forced to 
re-open their discussions and eventually 
permit women to qualify and sit for ex- 
amination. | The changed attitude of 
other professions and the general entry 
of women into business life were the 
determining factors. In February, 1930 
among those admitted to membership 
was Helen Sutcliffe Burpee, the first wo- 
man to qualify and become a chartered 
accountant in Ontario. 


Early Educational Efforts 


From time to time leading members 
gave papers on subjects of particular in- 
terest to students, and the examination 
questions of former years were published 
and sold to candidates. When Upper 
Canada College established a depart- 
ment devoted to the study of accounts, it 
became affiliated to the Institute, as did 
the Northern Business College in Owen 
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Sound and the Ontario Business College 
in Belleville. Because the masters of 
these affiliated schools were members of 
the Institute, they were permitted to con- 
duct the primary examinations under 
rules prepared by the Examination Com- 
mittee in 1893. On occasion other busi- 
ness colleges were granted the same privi- 
lege. 

The Examination Committee drew up 
five forms for the use of applicants. One 
of these, called “Student-Associate’’, was 
an early indication of the Students’ Asso- 
ciation which was to become an import- 
ant factor in the education and prepara- 
tion of students for membership in the 
Institute. 


Recession in Membership 


In the ten-year period from 1884 to 
1894 the numerical strength of the Insti- 
tute fell by more than one half. Many 
of the earlier members did not put forth 
the effort to qualify for the designation 


of chartered accountant, mainly because 
they were not engaged in public practice. 
Another group were struck from the roll 
for non-payment of dues. By 1894 the 
Institute showed a total membership of 
only 78. However, those who stayed 
with the Institute were men who took the 
affairs of their profession very seriously 
and who determined to maintain the 
high standards on which it was founded. 
Even at this early stage there is record 
of three complaints lodged with Coun- 
cil concerning the conduct of members 
in their professional practice. 


Dominion-Wide Organization 

As early as 1882 Mr S. B. Harman 
had declared in his inaugural address 
that “the day may not be far distant, 
when, by a happy union, Canada at large 
may become the field of labour and use- 
fulness of a Dominion Institute”. But 
I suspect that the turn of events some 
20 years later could not be said to cor- 
respond with what Mr Harman had in 
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mind. It was in February 1902 that the 
members of the Ontario Institute first 
learned that an application was to be 
made to the Dominion Parliament to in- 
corporate an Institute of Accountancy 
whose members would be styled ‘“Chart- 
ered Accountants”. Of course this ap- 
plication constituted a grave menace to 
the Ontario Institute and at a special 
general meeting on February 15, 1902 
the members decided to cooperate with 
the societies in Montreal and Winnipeg 
in opposing the Bill. The procedure 
they followed was to ask the promoters 
of the Bill to remove objectionable 
clauses granting educational powers and 
to change the corporate names and titles 
so as not to conflict with those adopted 
by the Ontario Institute. As a result the 
Bill was amended, and the Act to In- 
corporate the Dominion Association of 
Chartered Accountants received assent on 
May 15, 1902. The Ontario men were 
under the impression that they were to 
be charter members of the Association 
and probably would be invited to attend 
its first meeting. 


Nothing more was heard of the matter 
until about November when the Ontario 
Institute began taking steps to qualify 
its members to become members of the 
Dominion Association. It was then 
learned that under the plan of organi- 
zation of the Dominion Association the 
majority of the Ontario Institute would 
be admitted to membership on terms 
less favourable than had been expected. 
So for six years the Dominion Associa- 
tion carried on as an independent organi- 
zation of professional accountants while 
the Ontario Institute continued to func- 
tion as before. 


Needless to say, with two bodies 
qualifying chartered accountants, each 
according to its own standards, the public 
mind was becoming highly confused as 
to just what a “chartered accountant” 
was supposed to be. In 1908 the Insti- 
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tute persuaded the Ontario Legislature to 
pass an Act by which the right to use the 
term “‘chartered accountant” was reserved 
for members of the Ontario Institute. At 
the instance of the Dominion Association, 
however, the Ontario statute was dis- 
allowed by the Governor-General-in- 
Council. Then followed an extensive 
campaign of newspaper articles designed 
to inform the business public concerning 
the facts of the case from both points of 
view. The effect of this campaign was 
at last to bring the Dominion Association 
and the various Provincial Societies to- 
gether, and a settlement of all problems 
was reached when the Dominion Asso- 
ciation passed under the control of all the 
Provincial Societies of whose members 
it was henceforth to be composed. Re- 
enactment of the disallowed legislation 
was asked and obtained. Matters of or- 
ganization were speedily completed which 
established the profession in Canada on a 
basis as sound as that of any other coun- 
try. 

Despite the era of difficulties through 
which it had just passed, the Ontario In- 
stitute continued to grow in numbers. 
In 1908 the president, J. W. Johnston, 
reported that the membership consisted 
of 105 associates and 22 fellows. In 
that year 87 candidates applied to write 
the primary examination, 111 the inter- 
mediate, and 33 the final. 


Financial conditions had also improv- 
ed, the accumulated surplus amounting 
to $1,715.36 in 1908. The library had 
grown to a total of 117 items including 
text books, journal, and financial re- 
ports, although with characteristic con- 
servatism our professional forefathers 
valued it at $9.43 for balance sheet pur- 
poses! 

By 1913 the affairs of the Institute had 
grown to such proportions that it became 
necessary to appoint a full-time regis- 
trar. To that position came W. J. Val- 
leau who rendered faithful and valuable 
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service for many years. Upon his re- 
tirement in 1935 he was unanimously 
elected an honorary life member of the 
Institute. 

In 1911 the first issue of The Cana- 
dian Chartered Accountant was published 
by the Dominion Association of Chart- 
ered Accountants. Shortly after his ap- 
pointment as registrar of the Ontario In- 
stitute, Mr Valleau also assumed the du- 
ties of editor of the magazine until suc- 
ceeded by Austin H. Carr in 1930. The 
development of the magazine under Mr 
Carr belongs to Canadian Institute 
history and has no place in this narra- 
tive. It is a matter of satisfaction to the 
Ontario Institute that through the temp- 
orary use of its facilities it was able to 
foster the more recent developments of 
Dominion Association affairs. 


The Profession and World War I 


The profession in Ontario, as else- 
where, looks back upon the years 1914- 
1918 with a sense of pride that the In- 
stitute’s members played their part with 
distinction. The annual report for the 
year ending June 30, 1918 showed that 
the Institute had donated $1,000 for the 
purchase of a Lewis machine gun and 
contributed $700 to the Red Cross So- 
ciety. This contribution amounted to 
37% of the Institute’s surplus accumu- 
lated over a period of 38 years. 


Out of a total enrolment of 252 mem- 
bers and students, 60 enlisted for over- 
seas service before the introduction of 
compulsory service. In addition there 
were many others who served their coun- 
try in other capacities for which their 
training and skill had fitted them. 


Courses of Instruction 


The financial burdens imposed by the 
war caused Parliament to introduce a sys- 
tem of taxation on income which imme- 
diately broadened the scope of the ac- 
countants’ work and at the same time 








After Three Score Years and Ten 


demanded a higher standard of profes- 
sional knowledge and competency. Ac- 
cordingly, examination standards were 
stepped up, library facilities were im- 
proved, and the Institute embarked on a 
plan to provide a study program for the 
student body. A board of instruction, 
consisting of George Edwards, chairman, 
T. Watson Sime, Rutherford William- 
son, and R. Easton Burns, was appointed 
in January 1921 to negotiate with exist- 
ing schools for such a course of instruc- 
tion. Arrangements were completed with 
Queen’s University to conduct the courses 
on behalf of the Institute. Then a select 
committee of the Institute collaborated 
with the faculty of the University to pro- 
duce a course of lessons which were put 
into operation in January 1922. These 
courses, called first, second, and third 
year, were designed for the primary, in- 
termediate, and final examinations, re- 
spectively. | Students were now oblig- 
ed to complete the respective courses be- 
fore sitting for examination. 

The Institute might have capitalized 
upon these courses by making them 
available to any who wished to subscribe, 
but decided to restrict their use to regis- 
tered students and to those students who 
were enrolled with other Provincial In- 
stitutes of Chartered Accountants. The 
study course, later expanded into a five- 
year program, has become “standard 
equipment” for students in nine out of 
ten Provinces, with even the tenth mak- 
ing partial use of it. Its widespread use 
has done much to bring about a uniform- 
ity of standards among the various Insti- 
tutes. Since 1939 there has been a 
standardized examination for all candi- 
dates seeking admission to any of the 
Institutes. 

Again keeping abreast of the times, the 
Institute embarked in 1951 on a five- 
year plan to revise its study course from 
stem to gudgeon. At the moment of 
writing this project might be termed 
work in process! 


361 


Jubilee Celebrations 

In 1933 when the Institute celebrated 
its Golden Anniversary it was able to 
boast of a membership of 591 persons. 
The celebration took the form of a din- 
ner which was attended by many digni- 
taries. By contrast the Diamond Anni- 
versary, attained on November 11, 1939, 
passed without notice because of the de- 
claration of war in September of that 
year. 


The Second World War 


In World War II as before, members 
and students flocked to their country’s 
colours, with over 35% of the total en- 
rolment enlisted in the armed forces. Of 
these, nine members and 23 students 
made the supreme sacrifice. Again, too, 
an unrecorded number of members ren- 
dered service in civilian capacities di- 
rectly associated with the war effort. 


The Institute actually operated at a 
small financial loss during the years of 
this second war. It remitted annual dues 
to members on active service, made sub- 
stantial cash donations to the Canadian 
Red Cross and other national war chari- 
ties, and extended facilities to enlisted 
students to help them complete their 
studies and examinations during their 
period of military training. 


Post-War Expansion of the Profession 


Immediate post-war activities were di- 
rected toward preparing refresher study 
courses for members and students and 
to assisting other war veterans who were 
attracted to chartered accountancy as a 
profession. Modern business, beset on 
every side by new complexities, was 
urging the profession to pay attention 
to its needs and supply men to its ranks. 
However, the temptation to gain numeri- 
cal strength at the expense of reduced 
standards was successfully resisted. In- 
stead, the Institute has raised its mini- 
mum educational requirement of students 
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entering the profession from Junior Ma- 
triculation to Senior Matriculation stand- 
ing. It has also geared up its study 
courses to keep pace with the business 
tempo. 

Another problem faced the profession. 
Many individuals and groups with in- 
adequate accounting qualifications were 
offering themselves to their community 
as public accountants, and the public 
mind was becoming confused. The In- 
stitute, working with other bodies of ac- 
countants, presented the matter to the 
Ontario Government. As a result the 
Public Accountants Act 1950 was passed 
to regulate the practice of public account- 
ancy in Ontario and to provide a mini- 
mum standard (about the level of the 
Institute’s intermediate examination) for 
all persons designating themselves as 
public accountants. 


Perhaps the most graphic way to tell 
the story of the Institute’s post-war ex- 
pansion is by means of figures. At the 
cessation of hostilities in 1945 there were 
1,053 members and 324 registered stu- 
dents. Today the record shows 2,260 
members and 1,265 students, so that the 
former is more than doubled and the 
latter almost quadrupled in less than 
ten years’ time. It is interesting to note 
that the 209 members admitted in Feb- 
ruary 1954 exceed the total membership 
of 202 in 1916. 


The Latest Step in Progress 
By 1953 the Institute had accumulated 
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a surplus of $97,193.15, a happy posi- 
tion which it had attained only since 
1924, for it was in that year that the 
then surplus of $8,553.01 was almost 
wiped out by the failure of the Home 
Bank. (It was the irony of fate that 
the Home Bank was the only one which 
did not engage a chartered accountant to 
audit its accounts!) However, now that 
they had a solid surplus of nearly $100,- 
000, the members felt justified in giving 
attention to the perennial problem of 
housing their Institute and decided at a 
special general meeting to build their 
own Chartered Accountants Building at 
69 Bloor Street East, Toronto. Con- 
tracts were awarded and construction 
commenced in the fall of 1953. Pro- 
gress reports of its construction, appear- 
ance, and accommodation have appeared 
in The Canadian Chartered Accountant 
and need not be repeated here. In ap- 
pearance and furnishings it reflects with 
dignity the best traditions of the profes- 
sion and is an outstanding event mark- 
ing the development of the Institute over 
three-quarters of a century. As one 
gazes at the imposing crest over the door 
it is perhaps not unfitting to recall the 
words from the inaugural address of the 
first president, Mr S. B. Harman, that 
“the arduous profession of an account- 
ant is one which, rightly undertaken, ele- 
vates the labour employed and raises the 
treatment of figures to the nature of a 
science, thus justifying the motto adopt- 
ed for the seal of the Institute of Ac- 
countants of Ontario, Scientia et Labore. 


CORRIGENDUM 


We regret that in the March 1954 issue we referred to Professor F. Sewell Bray as 


Stamp-Martin Professor of Accounting at Cambridge University. 
Martin Professor of Accounting at Incorporated Accountants’ Hall, London. 


Actually he is Stamp- 
The Stamp- 


Martin Chair was created in 1953 by the Society of Incorporated Accountants and Auditors, 
which appoints the holder of the Chair and is financially responsible for it. Professor 
Bray also holds a Senior Nuffield Research Fellowship in the Department of Applied 


Economics at Cambridge University. 
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Time, Costing, and Billing 
Procedure for a Firm of Accountants 


By C. K. MacGillivray, F.C.A. 


An outline of a system of time records, 
staff expense accounts and procedure which is 
adaptable to the requirements of any accounting practice 





a. two principal factors which al- 
most all public accountants take in- 
to consideration today in setting their 
fees are the amount of time spent and 
the degree of professional competence 
supplied. Since the degree of compet- 
ence of the various members of the 
staff usually bears a close relation to the 
amounts of salaries paid to them, the 
actual cost of direct time used on a 
client’s job is the soundest basis on 
which to start in determining a reason- 
able fee. Some firms merely divide their 
audit and accountings clerks into different 
categories depending upon their individ- 
ual skill and knowledge or salary scale 
and use standard selling rates per hour 
for each category as a general guide when 
setting the fee. Although simple, this 
standard rate plan might make a cost 
accountant flinch at the thought that a 
fellow accountant might be using it with- 
out a definite knowledge of the related 
cost figures. To permit a close and rea- 
listic approach to the management of its 
own affairs any firm of accountants will 
find it advantageous to use a proper sys- 
tem of recording and calculating job 
costs for the following purposes: 
(a) As a guide to fee-setting on a con- 
sistent and reasonable basis; 


(b) To account satisfactorily for all the 
time of the staff and partners; 

(c) To ensure that all direct disburse- 
ments for a client’s account, other 
than salaries, are included in the 
bill; 

(d) To enable the partners to evaluate 
the work as it progresses, so that ex- 
cessive costs will not be built up 
and clients may be given indicative 
interim bills or fairly accurate fee 
estimates during the conduct of un- 
usual or lengthy undertakings; 

(e) To provide comparative costs on 
each job each year which may be 
used for developing top efficiency, 
indicating an objective to the man 
in charge at the commencement of 
an assignment, serving as a guide 
to incentive or other employee 
bonuses, and similar objects; 

(f) To determine the cost of various 
types of unproductive effort, lost 
time, the time spent on the firm’s 
own administration, charity work 
and other such matters; and 

(g) To assist in preparation of the 
firm’s own interim and annual fi- 
nancial statements on a better basis 
than that calculated on a cash re- 
ceived or bills rendered plan. 
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The system of records installed should 
be adequate to provide information for 
the foregoing purposes, but planning will 
be necessary to ensure that the clerical 
work involved is kept to an economical 
level. Each firm has its own unusual 
conditions and individual ideas on the 
amount of record-keeping which it needs 
and the nature of the information which 
it wishes to use for its own management. 
In this article a particular system of time 
records, staff expense accounts, and pro- 
cedure which would be suitable for 
small, medium, or large practices is de- 
scribed briefly. Only minor adaptations 
will be required to meet individual cir- 
cumstances. Some possible variations are 
indicated by a numbered “‘V” sign in 
the text, and these variations will be 
described briefly at the conclusion of 
the article. Thus the reader will be able 


to expand his thinking beyond the brief 
descriptions given here and to modify the 
plan to suit his own needs. 


The particular records used in the 
plan described are set out below: 
1. Daily time sheets 
2. Weekly time summary sheets 
3. Semi-monthly expense reports com- 
posed of: 
(a) Direct expense slips 
(b) Semi-monthly expense summaries 
. Job cost files: 
(a) current 
(b) billed 
. Costing summary sheet 
. Billing instruction sheet 
. The bill 


Daily Time Sheets 


A daily time sheet (see p. 369) may be 
about 5” x 8” in size, printed and gum- 
med on one edge, and made up in pads 
of 50 or 75. It should be designed with 
a line at the top to show the name of 
the client, and below should appear a 
second line to permit the recording of 
of a standard classification of the work 
done for him if a division of costs is 
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being kept under separate categories for 
the same client. A ruled box in one 
corner of the sheet is reserved for the 
employee’s initials or name. In the 
main body of the form the ruling will 
provide places for the date, a description 
of the work done by the employee for 
the client that day, and on the right hand 
side, two columns for the number of 
hours spent, the first being for normal 
hours and the second for overtime. Each 
employee may keep one or two pads of 
these forms in his briefcase or in his 
desk and should fill out one sheet or 
more as required at the conclusion of 
every working day. The same time sheet 
may be used for two, three, or more days’ 
work in the same week if it is performed 
for the same client, providing each day's 
work and hours are set out separately. 
Daily time sheets also are made out for 
unproductive classifications such as lost 
time, vacations, illness, etc. The mini- 
mum time to be recorded for any one 
entry may be set at half an hour, but 
often time sheets may record telephone 
calls, short conferences, or the like with 
no time charge made on them. Several 
of these ‘‘no charge” sheets may be treat- 
ed as the equivalent of one half hour in 
costing. 

Each partner, staff supervisor, special- 
ist, or other member of the organization 
who works directly for clients even 
though not in their offices must also make 
out the daily time sheets. Partners or 
others who frequently spend time on a 
number of jobs each day probably will 
find the use of the dictating equipment 
near the end of the day’s work or the 
first thing in the morning the most prac- 
tical method of meeting their daily time 
sheet requirements. 


All unusual or important matters 
which occur when a primary record of 
date and facts may be needed later, such 
as policy or fee discussions with clients 
or the discovery of a defalcation, should 
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be set down on the time sheets and un- 
derlined. The staff should be coached 
to mark any special service performed 
beyond the limits of the regular engage- 
ment so that its time may be segregated 
and billed if of sufficient consequence. 
(See (V-1) on p. 368). 


Weekly Time Summary Sheets 

The weekly time summary sheet is a 
somewhat larger form on which is re- 
capitulated in chronological order the 
time of an employee or partner at the 
end of the week as shown by his daily 
time sheets. Each employee should make 
out his own, but those of partners may 
be prepared by an office clerk or secre- 
tary. The name of the person report- 
ing is shown at the top of the sheet as 
well as the opening and closing dates of 
the week being reported. Below, op- 
posite the date of each day of the week 
are shown merely the name of the client 
or clients for whom he worked that day 
and the number of regular business 
hours and the overtime hours spent on 
the work. 

By regulation, each employee’s weekly 
time summary sheet with attached daily 
time sheets must reach the accountants’ 
office not later than the following Tues- 
day morning. One of the regular office 
clerks must then check them over to make 
sure they are in order and that all normal 
working hours are accounted for satis- 
factorily. Any irregularities should be 
reported to the management as prescrib- 
ed. The clerk should stamp or mark 
in coloured ink each daily time sheet 
with a large letter such as A, B, C, D, 
etc. in a designated corner of the form, 
these letter classifications representing 
salary groups for which she has a con- 
fidential key schedule. For instance, all 
employees receiving from $1.21 to $1.40 
per hour for normal time might be class- 
ed as “E” and brought into the costs at 
their average of $1.30, those being paid 
from $1.41 to $1.60 per hour might be 
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classed “F” and brought into the costs at 
$1.50 and so on. (See (V-2) and 
(V-3) on p. 368-9). Partners’ time will 
be costed at fair fixed salary rates. The 
daily time sheets and weekly time sum- 
mary sheets are then ready for filing. 


Expense Reports 

Each member of the staff who incurs 
an out-of-pocket expense for which he 
should be re-imbursed is expected to re- 
cord it on a pink direct expense slip 
bearing the client’s name if it is a di- 
rect cost chargeable to the client’s job, 
or on a semi-monthly expense summary 
if it is an administrative or overhead item. 
When preparing to turn in his expense 
report, the employee summarizes the pink 
direct expense slips on the semi-monthly 
expense summary so that the latter shows 
sub-totals both for direct expenses and 
for overhead expenses as well as his 
total expenses for the period. The pink 
direct expense slips and the semi-monthly 
expense summary, bearing the signature 
of the employee, are both sent in to the 
office twice monthly, and any supporting 
bills for hotel costs, account books pur- 
chased, etc. are attached to it. The 
periods covered by these twice-monthly 
reports are from the 11th to the 25th, 
and from the 26th to the 10th inclusive 
of the following month. The staggered 
periods permit the reports to be pre- 
pared, delivered to the office, and pro- 
cessed for payment in time to include 
the approved expenses in the employees’ 
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twice-monthly salary cheques. After ap- 
proval, the pink slips are filed as de- 
scribed later and the summary becomes 
an accounting voucher for the re-im- 
bursement issued to the employee. If 
any large item of cost is incurred by the 
administrative office for a client, a pink 
slip should be made out for it also and 
filed in the cost files. (See (V-4) on 
p- 369) 


Job Cost Files 


Filing drawers, known as current job 
cost files, should contain separate folders 
with visible tabs for each client and also 
for each category of work for which in- 
dividual costs may be required on any 
particular client’s work. A very suitable 
type is the drawer fitted with bars on 
each side along which the files or folders 
slide on metal guides, permitting the fil- 
ing or extraction to be done with ease. 
In one of the drawers will be files for 
unproductive time classified into various 
divisions required by the partners, such 
as lost time, vacations, illness, adminis- 
tration, staff meetings and training, Insti- 
tute activities, business promotion, ex- 
amination time off, and other authorized 
absence. The clerk responsible for check- 
ing in the daily time sheets will file them 
in the corresponding individual files for 
each client or unproductive time classi- 
fication. The pink direct expense slips 
should be placed in the same folders as 
the daily time sheets. The daily time 
sheets and direct expense slips to be 
found in a client’s current job cost file 
at any time represent the time spent and 
direct expenses for which a complete 
billing has not yet been made. 


Later when the bill has been prepared, 
the daily time sheets which are repre- 
sented by that bill are fastened together 
with a top sheet or light folder giving 
the client’s mame and the consecutive 
number of the costing summary sheet 
on which they were recapitulated. They 
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are kept thereafter in alphabetical order 
for further reference in a separate cab- 
inet called the billed job cost file which 
will be considerably larger than the simi- 
lar current file. 


Costing Summary Sheet 

When the time comes to bill a client, 
the daily time sheets should be taken 
from the client’s current job cost file, 
sorted, and totalled on an adding ma- 
chine to show the hours spent for each 
staff letter classification indicated on the 
time sheets. A costing summary sheet 
(see p. 370) should be headed up and the 
total hours for each classification then 
extended at the average salary cost of 
that range. The costing summary sheet 
form should be laid out to provide a 
heading for the name of the client and 
lines for the first and last dates of the 
time sheets represented both for each 
lettered salary range and the average ap- 
plicable cost rate and also for the total 
cost of direct time so calculated. Provi- 
sion should be made also for entering 
the cost of overtime hours on whatever 
basis the firm has adopted. The ele- 
ments of cost would be summarized by 
a clerk on the bottom of the form some- 
what according to the example given 
herewith: 





ee ca: $210.00 
Add — allowance for unproductive 
PN I ori ciss csccstarccdon Sskice 31.50 
WAL PION GORE: a oiciccs <cdskccscissenses 241.50 
Overhead — 40% of total time cost 96.60 
Total time and overhead cost.... 338.10 
NG © ooo Siessesetcctsladuinds XXX.XX 
XXX.XX 
EDICT CECTIIES ins. snsssscsccssosccssoceseosesns 15.00 
Total for billing: .....0:0.0..<60c0006500 $xxx.xx 


The figures represented by x’s will be 
inserted by the partner responsible for 
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setting the fee. The profit percentage 
used will be a standard figure in the 
majority of cases but will be adjusted up- 
wards or downwards for certain bills as 
circumstances indicate. Of course, where 
a fixed fee has been quoted in advance 
or there is some other restricted limit, the 
above summary will be worked out in 
part backwards to determine the amount 
and rate of profit last. The figure de- 
cided upon for the fee will be usually a 
round amount, omitting cents and ap- 
proximating the total for billing on the 
lines above. Salary rates and profits 
vary greatly in various cities and areas 
throughout the country, as well as de- 
pending on the nature of the work, the 
reputation of the firm, and many other 
factors, so that no very definite rule of 
thumb may be given. Each firm must 
work out its own regular formula and 
policies for itself. 


To arrive at the cost per hour for each 
employee’s direct normal time, the total 
number of regular working hours in a 
year should be divided into the annual 
normal rate of pay. Let us assume, for 
instance, that a firm’s normal working 
hours total 1,881 in a year after deduct- 
ing statutory holidays. Then an em- 
ployee who was paid $225.00 per month 
would be on a $1.44 per hour basis and 
classified as in “F” category, so that his 
direct time would be costed at $1.50 per 
hour, which is the average rate for that 
class. 


The percentage to be used as the al- 
lowance for unproductive time would be 
estimated at the commencement of each 
financial year for employees engaged in 
productive work but not for those en- 
gaged in typing, secretarial, or such ad- 
ministrative jobs. (See (V-5) p. 369) 
For example, of the assumed 1,881 
usable normal hours in a year it might 
be estimated readily from previous rec- 
ords and current forecasts that every di- 
rect worker would have an average of 
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about 245 unproductive hours, so that 
indirect effort and lost time could be 
calculated for this purpose at about 15% 
of the 1,636 productive hours in the 
year. 

Overhead expenses would include the 
salaries of stenographers and secretaries 
and all expenses of operating the prac- 
tice except the salaries of employees and 
partners engaged directly on clients’ 
work. The rate of overhead to be used 
on the costing summary sheet would be 
determined from the current year’s fore- 
cast or a budget which might be based in 
part on the income and expenditure state- 
ment of the previous year. 

If a further check is required on the 
full charging of direct expenses reported 
on the semi-monthly expense reports, an 
account may be opened in the general 
ledger called “Disbursements Chargeable 
to Clients” to which the outlays would 
be charged from the cash book and the 
direct expense items would be credited 
from the monthly billing summary pre- 
pared from the bills rendered. When 
account books and other such items are 
bought and paid for directly by the firm 
as a convenience to clients, it might be 
made a policy to bill the client immedi- 
ately for those disbursements rather than 
to wait perhaps for months until a bill 
for services is to be rendered. 

The costing summary sheets are given 
numbers in sequence and filed on a ring- 
type binder so that any one may be te- 
moved temporarily to show to a partner 
when he is finalizing a later bill. 


There are numerous plans which are 
used by public accountants to remunerate 
their staff for the overtime work which 
is so necessary in the profession. Some 
may consider a reasonable amount of 
overtime as normal. Others may bring 
the overtime into the calculations for 
periodic bonus or incentive plan distribu- 
tions. In many cases, a slight change in 
the overtime arrangement will permit an 
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accurate costing. Wherever overtime al- 
lowances are paid to the staff, however, 
it should be possible for each firm to 
work out a satisfactory costing proced- 
ure for them within the framework of 
the system here described. 


Billing Instruction Sheet 


The partner who determines the par- 
ticulars of the bill would use a billing 
instruction sheet to save time, to adhere 
to standardized wording, and to simplify 
typing instructions. This form would 
have numerous descriptions of the more 
usual types of work done, the wording 
being carefully planned and in accord- 
ance with the firm’s established policies. 
The partner should indicate by a tick 
the particular items which applied to the 
bill being rendered, merely inserting 
dates or supplementary particulars where 
necessary. Blank lines at the bottom per- 
mit him to write in any further or special 
wording desired. (See (V-6) on p. 369) 


The Bill 


The form of the bill calls for little 
comment except that it should be set out 
in a neat and professional manner, which 
will create a favourable impression and 
give an indication of the high standard 
of work done. The sequence number 
of the related costing summary sheet may 
appear inconspicuously. As accountants’ 
bills are usually paid in full with one 
remittance, a system involving tHe pre- 
paration of about four copies of each 
bill and the elimination of an accounts 
receivable ledger is readily adaptable to 
all the needs of bookkeeping and man- 
agement. When a new bill is to be ren- 
dered, a perusal of previous bills to that 
client is more useful than a scrutiny of 
the orthodox ledger sheet. The original 
bill goes to the client, the second is 
placed in the accounts receivable file, the 
third is maintained in numerical order 
in a binder for monthly summarizing and 
general ledger entries, and a fourth if 
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desired may be used for the first state- 
ment of account or overdue reminder. 
When a bill is paid, the second copy is so 
stamped and dated in the usual way and 
transferred to a paid bills file, each 
client’s bills being kept separate. (See 
(V-7) on p. 369) 


General Comments 


The system described saves a clerk 
spending numerous hours of posting and 
maintaining cost and accounts receivable 
ledgers. It also reduces the office work 
to a reasonable minimum consistent with 
the results obtained. It will permit a 
firm to account for its revenue on a cash 
or bills rendered basis, on a basis of the 
profit being taken only on complete jobs 
with incomplete jobs being brought in at 
nil or at cost, on a basis of the income 
estimated to be realizable on all work 
performed, or on several other variations 
to suit the policy of the firm. Partners’ 
time charged may be accumulated on the 


monthly billing summary, if it is desired 
to use the information for any purpose. 


Some Variations 

(V-1) Instead of sheets, some firms 
may find that an efficient system can be 
built around the use of cards on which 
each employee records his time, the cards 
permitting side-punching and _needle- 
sorting for all the analyses and summar- 
ies that are required. The method of 
filing would differ from that described 
in the main outline. 

(V-2) The daily time sheets may be 
pre-printed with the various salary classi- 
fications and even ordered in a variety of 
colours. In that event it will not be 
necessary for the office clerk to classify 
and mark the time sheets before filing 
as each man will be given daily time 
sheets of a letter and colour which indi- 
cates the salary range in which his salary 
is located. This will simplify the work 
at time of costing because colours may 
be sorted together more readily. Where 
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the salary scales are confidential, this 
plan would not be suitable. 

(V-3) To obtain very close to accur- 
ate costs, it is feasible to find the exact 
cost per hour of each employee after 
allowing for non-chargeable time, so 
that the clerk who is classifying the 
daily time sheets may write on them the 
exact cost rate rather than the average 
rate. 

(V-4) It is possible to provide on the 
weekly time summary sheet a space for 
each employee to list his expenses for 
the week and to sign opposite the total. 
Direct expense disbursements would then 
be treated in a manner somewhat differ- 
ent from that described in the main out- 
line. 

(V-5) If desired, the costing of time 
may be extended to certain office em- 
ployees who customarily spend many 


initials 
Client 


Work classification 





Particulars 


DAILY TIME SHEET 


hours which can be allocated directly to 
clients. In that case they would be ex- 
pected also to make out daily time sheets, 
and their salaries would not be consid- 
ered entirely as overhead. 


(V-6) Many accountants prefer not to 
go into very specific explanations on 
their bill, but merely to give some such 
general description as ‘To fee for ac- 
counting services rendered”. 


(V-7) As an alternative to the multiple 
bill system, a ledger with visible names 
and extractable card ledger sheets could 
be used with markers to indicate future 
billing dates when monthly, quarterly, 
or semi-annual bills are to be sent out. 
This card ledger system with markers 
might also serve in small firms as an 
up-to-date clients’ mailing list or ref- 
erence and as a reminder of various dead- 
line dates such as for filing tax returns. 


For office use 








Total Hours 
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COSTING SUMMARY SHEET 
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Budgets for 
Canadian Business 





Mot businesses are operated with 
one purpose in mind and that pur- 
pose is to make profits. From the share- 
holders’ point of view these profits 
should be as large as possible and in all 
cases at least reasonable in amount when 
compared with the amount of capital in- 
vested. Any device which will assist 
a business in achieving this objective is 
worthy of serious consideration. A well- 
managed budget system is one such de- 
vice. 

Some large Canadian businesses have 
recognized the merits of budgets and 
now operate with them. However, most 
Canadian businesses have not yet seen 
fit to install budget systems. The fact 
that so many do not use this valuable 
management tool would seem to be due 
to widespread human resistance to making 
any change from established procedures. 
Perhaps it is also due to a lack of knowl- 
edge of ‘budgets and of their benefits 
when applied to business. 

The purpose of this article is to re- 
view in a concise manner the principal 
benefits to be derived from a budgetary 
control system as applied to a business. 
Because these benefits are well known 
to persons experienced in the use of 
budgets, I have not written with such 


Most Canadian businesses have yet to install 
a budget system — a most valuable tool of management 


371 
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persons in mind, but rather directed my 
remarks at those readers whose practice 
or position does not take them into fre- 
quent contact with budgets. 

The benefits to be derived from the 
use of budgets have been summarized 
under the following four headings: 

1. to provide a guide and target, 

2. to encourage planning and correla- 

tion, 

3. expense control, 

4. cash and capital expenditure bud- 

gets. 


1. To Provide a Guide and Target 


In most companies, including those 
using budgets, a comparison of the op- 
erating results with those of the previous 
year provides a good guide as to what 
is happening in the current year. Un- 
fortunately the value of a “this year- 
last year” comparison may be reduced 
by a great number of factors of which 
the most important are:— 


(1) Poor Results in the Previous Year 


If the operations for the previous year 
resulted in a loss or a very low profit, 
there can be no great satisfaction in using 
these results as a yardstick and saying 
“Well, the results are not quite as bad 
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as last year.” Similarly, sales are not 
necessarily satisfactory merely because 
they are higher than in the previous year. 
A comparable situation may exist in 
regard to expenses. As an example, let 
us presume that a new plant was opened 
by a company in the previous year and 
expenses were high because of the general 
problems of starting up, cost of unskilled 
labour, etc. As manager of the company, 
would you be satisfied if the unit produc- 
tion costs in the second year of operation 
were about equal to those of the first 
year? Similarly, in a plant where the 
number of units produced had doubled, 
would you be satisfied if unit costs were 
about equal to those of last year? 


(2) Very Good Results 
in the Previous Year 


The results for the previous year may 
have been particularly favourable be- 
cause of market conditions which do not 
exist in the current year. In the years 
ahead not many companies are likely to 
find the demand for their products ex- 
ceeding their ability to produce as has 
frequently happened in the past few 
years. 


(3) Organizational Changes 


When changes in an organization take 
place, the responsibility for certain ac- 
tivities passes from one executive to an- 
other. At the same time the responsi- 
bility for incurring expenses changes, and 
the departmental comparison of expenses 
with last year may not always be made 


properly. 


(4) Changes in 
the Methods of Operation 

Changes in the method of operation 
often make a comparison with last year 
dificult. Three examples of such 
changes which take place from time to 

time in most businesses are: 
(a) transfer of operations from rent- 
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ed premises to a company’s own 
building, 

(b) use of rented trucks in place of a 
company’s own trucks, 

(c) installation of new modern ma- 
chinery. 


(5) Product and Market Changes 

From time to time changes are made 
in the products of a company and also 
of its competitors. Frequently new in- 
ventions or products reduce the market 
available for a company’s products. 

On the other hand the demand for a 
certain product may increase very sub- 
stantially for the industry as a whole. 
The television industry is a good example 
of a rapidly expanding industry. Under 
such circumstances the executives of any 
particular company who are pleased with 
a small increase in sales over last year 
should be reminded that their company 
is actually losing out competitively. 


(6) Changes in the Rate of Expenses 
The cost of most materials, supplies, 


and services fluctuates. As an example, 
wage rates are being increased from year 
to year and the hours of work are being 
reduced. A comparison of wage costs 
with those of last year either by amount 
or unit of production can only be made 
if this factor is taken into consideration. 


(7) Accounting Changes 


From time to time changes are made in 
the accounting routines of a company to 
meet changing conditions. Each change 
renders more difficult a proper “this 
year-last year’’ comparison. 

The purpose of listing the defects of 
a “this year-last year’’ comparison is not 
to belittle such a comparison, but rather 
to indicate the need for something extra. 
This extra is a budget. 

Normally a budget is based on the ex- 
perience of previous years but is adjusted 
for all the known change factors in the 
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coming year or other fiscal period. While 
we hear much about using engineered 
standards in setting budgets, the fact re- 
mains that in preparing all budgets, in- 
cluding those making some use of en- 
gineered standards, heavy weight is given 
to the results of the past. The only ex- 
ceptions are completely new businesses 
where there is no previous experience. 


A person reading an actual-budget 
comparison report knows that in most 
cases his guide has been prepared after 
recognition has been given to all known 
changes. He is thus able to examine his 
comparison without trying to keep in 
mind a number of change factors. The 
budget provides the guide or target at 
which to shoot. Just as an ocean liner 
is equipped with a compass so that the 
captain and his crew may direct the ves- 
sel towards its planned destination, a 
business should be equipped with a bud- 
get to assist the management in directing 
its operations towards a planned destina- 
tion or target for the year — a satis- 
factory profit. 

The setting of a sales volume target will 
keep the sales division of a company al- 
ways working towards a planned volume 
of business. Instead of merely trying 
to better the results of the previous year 
or of aiming at sky-high sales quotas, 
the sales division is trying to achieve a 
reasonably planned objective. Normally 
this tends to produce extra sales and con- 
sequently extra revenue. 

At the same time the expense budgets 
show the amounts available for each type 
of expense for sales, production, admin- 
istration, etc. All department heads 
know how much money they have to 
spend in carrying out their responsibili- 
ties. 

The comparison of the actual results 
with the budget indicates the degree of 
success in hitting the target. The com- 
parison also shows where any deviations 
or variances from the target are taking 
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place and thus indicates to management 
the matters calling for special attention. 


2. To Encourage 
Planning and Correlation 


The executives of most firms receive 
the reports of a month’s operations along 
about the latter half of the following 
month. The reports show what has been 
done. Unfortunately it is far too late 
to do anything about the month that has 
passed and even very much about the 
current month. When budgets are pre- 
pared, management is forced to think, 
not in terms of the past but of the fu- 
ture. Management must estimate the 
probable future sales, the cost of pro- 
ducing those sales, and the other ex- 
penses of carrying on the business. It 
is impossible to estimate future sales and 
expenses without doing a considerable 
amount of constructive thinking about 
the future. 


The successful operation of any busi- 
ness requires some planning for the fu- 
ture. In a small business the planning 
is generally on an informal basis and rep- 
resents the intuition of the owner. In 
larger businesses various executives are 
responsible for the planning. The pre- 
paration of budgets puts the planning on 
a more formal and thorough basis, and 
in addition it forces busy executives who 
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are immersed in the problems of the cur- 
rent moment to devote a certain amount 
of time to thinking about the future. 


Many businessmen state that they are 
not able to forecast their future sales 
because of extreme fluctuations in their 
business. It is true that the volume fore- 
cast is often very difficult to make, but 
that is no excuse for not trying. Skill 
in making the forecast is developed with 
experience. Naturally the degree of ac- 
curacy of the sales forecast affects the 
efficiency of the company budget. A 
more important point is that, budget or 
no budget, the accuracy with which a 
businessman forecasts his future sales is 
one of the most important factors in his 
success or lack of it. 


Having estimated the revenue to be 
received, we must then determine the 
costs required to produce the sales and 
the other expenses of running the com- 
pany, showing the balance left as profits. 
If these forecasts do not indicate a satis- 
factory result, it is then possible for 
management to decide what steps are ne- 
cessary to create satisfactory results. What 
expenses may be reduced? Is there any 
business being handled at a loss which 
should be eliminated? Should the pro- 
posed heavy sales and advertising cam- 
paign into a new area be delayed for a 
more suitable time? Many, many such 
questions must be discussed and decided 
before the budgets are approved. The 
final approved budget represents a cor- 
related guide to the planned course of 
action to be followed in the year to 
come. 


This procedure of preparing a corre- 
lated guide for all departments setting 
out the planned course of action is a most 
important matter. Maximum profits are 
achieved when all departments are pull- 
ing in the same direction towards a com- 
mon objective. While we assume that 


all departments are naturally directed to- 
wards a common objective, 


a more 





The Canadian Chartered Accountant, June, 1954 








thoughtful review of any business makes 
us: realize that the interests of all de- 
partments in any company are not the 
same. 


The Compromise Point 


To illustrate this point I would like to 
refer to the well known fact that any 
plant is operated at a higher degree of 
efficiency and with lower unit costs if 
the number of products and of sizes, 
shapes, colours, packaging, etc. is limit- 
ed. It is an equally well known fact 
that most industries can normally in- 
crease sales by increasing the number of 
products and sizes, shapes, colours, pack- 
aging, etc. available for sale. Obviously 
these conflicting interests must be cor- 
related or compromised at some point, 
and preferably at the point at which the 
company will earn the maximum profits. 


Another factor to be contended with 
in larger companies is that occasionally 
some of the members of the management 
team tend to lose sight of the main ob- 
jective of the company, namely, to make 
money. For instance, the sales manager 
in his desire to achieve the maximum 
possible volume of sales may solicit busi- 
ness which, because of its nature, price, 
or cost of obtaining, is unprofitable. The 
plant manager may want to make very 
extensive improvements, the cost of which 
is not justified at the time. Adminis- 
trative and service departments may be 
extended beyond their economic justifi- 
cation. Particularly in good times many 
special activities are carried on which do 
not necessarily contribute to the profit- 
able operation of the company. A pro- 
per balance must be determined for the 
various activities. 

Budgets force management to think 
about such matters in advance and thus 
assist in the establishment of long-term 
policies. This helps to prevent fre- 
quent and often conflicting changes in 
policy resulting from decisions based on 
temporary conditions. 
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In addition, well prepared budgets 
provide much useful cost data to be used 
in studying various phases of a com- 
pany’s operations. Package profit con- 
tributions and sales area profit contribu- 
tions are examples of information which 
is much more readily obtainable in firms 
using flexible budgets. 


3. Expense Control 


Expense budgets may be fixed or 
flexible so as to relate to the volume of 
business being handled. If on a fixed 
basis the unit cost comparison is gener- 
ally of more interest than the total value, 
while in the case of flexible budgets the 
total variance is the important factor. 


The expense budgets may be prepared 
monthly, quarterly, or annually depend- 
ing on the procedures in use and the de- 
sired objectives. Generally speaking the 
shorter the period and the closer the time 
of budget preparation to the period being 
covered, the more effective the control 
becomes. Monthly budgets prepared a 
few days before the start of the month 
can be exceedingly close to the attained 
results. Operating personnel can be held 
accountable for relatively minor devia- 
tions from budgets set with a good 
knowledge of volume of business, num- 
ber of working days, and special factors 
affecting the particular month. To bud- 
get carefully for the next month makes 
a department head think carefully about 
such factors as number of personnel, ma- 
terial requirements, etc. Thinking, not 
about past results but about future opera- 
tions, is an important requirement in ef- 
fective expense control. 

Some expenses should not be budgeted 
for on a short term basis. Advertising is 
one expense for which it is very desir- 
able to budget and plan on a longer term, 
such as one year. To increase or de- 
crease an advertising budget from month 
to month based on the current feeling of 
optimism or pessimism would render im- 
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possible any effectively planned program. 
Research is another expense that should 
be budgeted and planned for on a long- 
term basis. 

When the budget is being drawn up, 
the amount or rate that will be required 
for each type of expense is determined 
after adequate study, and these amounts 
are approved by management. Thus, the 
expenses are controlled at the only time 
that they can be controlled, which is be- 
fore they are incurred. Any department 
head whose expenses exceed his budget 
must be ready with very good reasons to 
justify the excess expenditures to his su- 
periors. In this way a good control is 
kept over expenses. A review of the 
actual expenses even when supplemented 
with a comparison of the expenses of the 
previous year is of only limited value be- 
cause by the time the statements are being 
reviewed, the money has already been 
spent. While a person who has author- 
ized excessive expenditures may be repri- 
manded for his actions, it is too late to 
recover the money which has already been 
spent. 

While I have been emphasizing ex- 
pense control as a means of preventing 
excess expenditures, there are occasions 
when the converse is desirable. In such 
cases management is more interested in 
obtaining the maximum benefit from the 
funds allocated than a less effective job 
even though accompanied by savings in 
a particular type of expense. 

Expense budgets need not only be on 
a dollar basis. ‘Man hour” or “number 
of employee” budgets can have an effec- 
tive place in controlling salary and wage 
costs. Quantities of materials may be 
budgeted per unit of production and 
compared with actual performance, with 
explanations required for variances. 


4. Cash and 
Capital Expenditure Budgets 


Frequently, when large companies en- 
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gage in an extensive program of capital 
expenditures a budget is prepared to set 
out the estimated expenditures and the 
method by which the projects are to be 
financed. Often such budgets are cor- 
related with a general cash budget cov- 
ering all the transactions of the company. 


Even where no large capital expendi- 
tures are contemplated, some companies 
use cash budgets or source and applica- 
tion of funds budgets. Such budgets are 
very helpful in planning the financial af- 
fairs of a company including bank loans, 
investing surplus funds, etc. 


Conclusion 


For many companies the period of 
easy profits is over. Although the econ- 
omy is buoyant and the volume of busi- 
ness is good, profits are on the decline in 
many cases. Increased competition and 
increased costs, particularly wages, tend 
to force profit margins lower and lower. 
The better managed companies will con- 
tinue to prosper, while many of the less 
organized will gradually disappear from 
the business scene or will merely man- 
age to exist. In such times a business 
needs to define clearly, by means of a 
budget, what it is trying to achieve each 
year. 

There is no guarantee of success mere- 
ly because a company operates with a 
budget. The budget provides the guide 
to show what is probably going to hap- 
pen or what management desires to have 
happen. When the forecast results are 
not satisfactory, management is faced 
with the task of taking the necessary 
correlative steps if it is able to do so. 
At least management is able to anticipate 
the trend of operations. 


It need not be assumed that budgets 
can only be installed in relatively large 
companies. This is not so. Any busi- 
ness for which is prepared a monthly 
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profit and loss statement is in a position 
to make use of at least a fixed profit and 
loss budget, which is in most cases the 
basic budget. Enlargement from here 
to budgets by cost centres and to flexible 
budgets is merely an extension of the 
basic budget. Like an accounting sys- 
tem, the budget for any company should 
be tailored to the needs of the concern. 

For this reason no effort is made in 
this article to outline any recommended 
types of budgets. Each company should 
plan and develop from experience a 
budget best suited to its needs. 

The operation of a budget system need 
not be costly. In fact, the cost of a 
well-managed budget is negligible in re- 
lation to the benefits that it can bring 
a business. If not well managed, the 
budget falls into the same category as 
any other business activity which is 
poorly managed. 

Canadian business has not been quick 
to make use of this valuable management 
tool and there is a big educational job 
to be done in this respect. Chartered 
accountants are well qualified as a group 
to perform this task which could result 
in many satisfactory engagements for the 
practising members of our profession. 

The task of selling budgets to the 
management of a company is not always 
an easy matter. | Many people resist 
changes which alter their established 
methods or procedures. However, as 
business becomes more competitive it 
will become increasingly necessary for 
the management of each company to 
adopt the most effective tools available 
to help in the effective management of 
the company. 

The day may well come when all well 
managed businesses will be equipped 
with budgets designed to help them 
achieve their logical targets — a satis- 
factory profit. 





Professional Notes 


QUEBEC INSTITUTE COUNCIL SUBMITS BRIEF TO 
QUEBEC ROYAL COMMISSION ON CONSTITUTIONAL MATTERS 


On April 22, 1954 Council of the Quebec Institute submitted a lengthy 
brief to the Quebec Royal Commission on Constitutional Problems, confining 
its statement to Federal-provincial financial relations. The brief contains an 
elaborate survey of the subject since Confederation and is supplemented by 
an appendix of 20 exhibits. The Council’s brief concludes with a suggestion 
for the solution of the problem which has arisen as a result of the imposition 


of a personal income tax by the Quebec Legislature this year. 


concluding paragraphs of the brief:— 


Under the existing conditions, six 
of the ten Provinces would have diffi- 
culty in collecting from local sources 
the equivalent of payments now made 
to them by the Federal Government, 
and the other four with greater wealth 
and resources could finance without as- 
sistance from the Federal Government. 
For convenience, the 1952-53 tax rental 
payments, including provision for 
Quebec, are grouped below under these 
two categories: 


GROUP I 
Payments for 
1952-3 
(Millions of Dollars) 
Provinces requiring Federal 
assistance 
Newfoundland 
Prince Edward Island .......... 
Nova Scotia 
New Brunswick 
Manitoba 
Saskatchewan 


GROUP II 
Provinces not requiring 
Federal assistance 
Quebec 
Ontario 
Alberta 


British Columbia 323.0 


426.3 


Follows the 


If Quebec signed an agreement, the 
Federal Government would be faced 
with the necessity of collecting and re- 
distributing to the Provinces $426.3 
million each year (1952-53 basis) and 
possibly larger sums until 1957 if the 
population and gross national product 
of Canada continue to increase. 


For 1953-54, budget revenues of 
Canada from income taxes and succes- 
sion duties are estimated at $2,518 mil- 
lion!. The gross amount of the rental 
payments, $426.3 million, includes 
compensation for succession duties, but 
since Ontario and Quebec levy their 
own duties, the actual payments are re- 
duced by the credits allowed to tax- 
payers in these Provinces and estimated 
to aggregate $21.0 million for 1952-53. 
The net amount of $405.3 million (i.e. 
16.1% of the above budget revenues) 
would be required to service the tax 
rental agreements including Quebec. 
Of this amount $302.0 million, or 
12.0% of the $2,518 million mentioned 
above, is in respect of the four wealth- 
ier Provinces and only $103.3 million, 
or 4.1%, of the six others. 


As a result of our study of the fore- 
going facts, the following conclusions 
are drawn: 


1 Hansard, Feb. 19, p. 2134 and 


Exhibit 8. 


1953, 
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A. 


3. 


In principle, the Federal Govern- 
ment should not raise revenues 
from residents of a certain Province 
in order to distribute these same 
revenues to the government of that 
Province for the purpose of paying 
for services for which that provin- 
cial government is responsible. 
Where a provincial government is 
able to raise revenues to pay for 
provincial public services, such rev- 
enues should be collected directly 
from its own residents. 

It is recognized that under existing 
conditions certain provincial gov- 
ernments are unable to raise from 
their residents adequate revenues 
to meet the obligations for which 
they are responsible. 


It is in the interests of the more 
fortunate Provinces, as well as Can- 
ada as a whole, that the less for- 
tunate Provinces should receive as- 
sistance from the Federal Govern- 
ment. This assistance should be 
kept to a minimum by such Prov- 
inces imposing on their own resi- 
dents taxes to the maximum pos- 
sible extent having regard to the 
level of taxation being imposed by 
the Federal Government. 

In the light of these conclusions, it 


is recommended that: 
1. 


The 1952 tax rental agreements be- 
tween the Federal Government and the 
Provinces of Ontario, Alberta, and Brit- 
ish Columbia be not renewed in 1957. 


. In 1957 a new arrangement be made be- 


tween the Federal Government and those 
Provinces not desiring to re-enter the 
corporation income tax, personal in- 
come tax, and succession duty fields, ex- 
cept to the extent stated below (in 3), 
this arrangement to be based on the tax 
rental payments received by such Prov- 
inces during the last year of the present 
agreements and subject to annual review 
for increases in population and gross 
national product. 


Those Provinces executing new agree- 


7. 
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ments with the Federal Government in 
1957 should levy a provincial corpora- 
tion tax and a provincial personal in- 
come tax. Collections under these 
levies should be offset against amounts 
payable to each of those Provinces un- 
der its agreement. 

The rates for the levies should be uni- 
form throughout the agreeing Provinces 
and should be determined at reasonable 
levels appropriate to their taxable ca- 
pacity. 

For 1957 and thereafter, the corporation 
and personal income taxes levied by 
these or any other Provinces would not 
be deductible by taxpayers from the cor- 
responding Federal levies. 


. The Federal Government reduce federal 


levies for corporation and personal in- 

come taxes in 1957 by an amount equiva- 

lent to an aggregate of the following: 

(a) Rental payments to Ontario, Alberta, 
and British Columbia in 1956; 

(b) Relief granted in respect of Quebec 
corporation and personal income 
taxes in 1956; 

(c) Estimated amount of corporation 
and personal income taxes collect- 
ible on behalf of the remaining six 
Provinces in 1957. 


. In order to reduce the costs of collec- 


tion and compliance— 

(a) The present tax collection machin- 
ery of the Federal Government be 
used in the future as it has at times 
in the past to collect provincial cor- 
poration and personal income tax 
levies; 

(b) The Federal and provincial Acts and 
Regulations be made as uniform as 
possible. 


. The Dominion succession duty rates and 


the provision for credits for provincial 

duties up to 50% of the Federal duty 

should remain as now existing. 

Taxpayers in Quebec during the years 

1954 to 1956— 

(a) continue to deduct provincial corp- 
oration income tax at present rates 
from the corresponding Federal levy, 
and 

(b) be permitted to deduct the full pro- 
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vincial personal income tax from the 
corresponding Federal levy (provid- 
ed these deductions do not exceed 
the amount the Provincial Govern- 
ment would have received from the 
Federal Government by signing a 
tax rental agreement). 


If recommendation 7 is not accept- 
able to the Federal Government, we 
recommend that, in order to terminate 
the present unsatisfactory situation of 
taxpayers in this Province, the two gov- 
ernments concerned should execute a 
tax agreement until 1957 on a mutually 
acceptable basis. 

The recommendations do not envis- 


* * 


NEWS FROM THE C.I.C.A. 


COMMITTEE ON 
RECRUITMENT AND TRAINING 

A two-day meeting was held on April 21 
and 22 under the chairmanship of T. C. Kin- 
near, F.C.A. to consider recommendations on 
recruitment and training which the commit- 
tee will be presenting in a forthcoming re- 
port to the executive and Council of the 
CLCA. 


COMMITTEE ON CO-OPERATION WITH 
OTHER ACCOUNTING BODIES 

The committee under the chairmanship of 
C.L.C.A. president Walter J. Macdonald met 
in Toronto on April 5. 


BOARD OF EXAMINERS-IN-CHIEF 

The Board of Examiners-in-Chief, under 
the chairmanship of J. M. Moynes, C.A., met 
on April 5, 6, and 7 at Mont Gabriel Lodge, 
P.Q. to review the drafts of the 1954 uniform 
intermediate and final examinations. 


BRITISH COLUMBIA 


Mr Dennis F. Culver, C.A., announces 
the opening of an office for the practice of 
his profession at 400 Alaska Pine Bldg., 
1111 W. Georgia St., Vancouver. 

* * * 

Mr J. J. Plommer, C.A. announces the 
removal of his office to Ste. 305, 402 W. 
Pender St., Vancouver. 
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age the appointment of any Board ot 
Commission to determine the grants 
payable to the less fortunate Provinces 
the existing formula can still be uti 
lized. 

In the event of a major war or de- 
pression it may again be desirable for 
the Federal authority to have sole ac- 
cess to the corporate income tax, the 
personal income tax, and the succession 
duty fields. It is believed that such 


emergencies should be dealt with as 
they arise, but that otherwise fiscal 
policies of the Federal Government and 
the Provinces should be determined on 
the basis of a peace-time economy. 


* * 


O’Brien, Manzer & Co., Chartered Ac- 
countants, announce the removal of their of- 
fice to 102 Crown Bldg., 615 W. Pender St., 
Vancouver. 


ONTARIO 


Mr Arthur M. Hunt, C.A. announces the 
removal of his offices to Ste. 512, McKinnon 
Bidg., 19 Melinda St., Toronto. 


Hamilton and District C.A. Association 

On Thursday, April 22, 1954, the fourth 
annual joint dinner meeting of the Hamil- 
ton Control of the Controllers Institute of 
America and the Hamilton and District 
Chartered Accountants’ Association was held 
at the Royal Connaught Hotel in Hamilton. 

Dr W. A. Mackintosh, C.M.G., Ph.D., 
LL.D., F.R.S.C., principal and vice-chancellor 
of Queen’s University, addressed the meet- 
ing on “What is Ahead for the Canadian 
Economy”. Chancellor Gilmour of McMaster 
University welcomed and introduced the 
speaker. 

Dr Mackintosh arrived at an optimistic 
outlook for the future Canadian economy 
which, although subject to some unavoidable 
variations, should not experience a severe 
depression. R. B. Taylor was chairman. 


7 * * 


Mr Sidney S. Ross, C.A. announces the 
removal of his offices to Ste. 5, 233 Spadina 
Ave., Toronto. 
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Ontario Students Association 


The 1953-54 annual meeting or the On- 
tario Students Association was held on May 
4, 1954 at the 48th Highlanders Hall, Tor- 
onto. William Bradshaw, retiring presi- 
dent, was chairman of the meeting which 
drew approximately 80 members. Over 300 
students voted in the annual election and 
this represented somewhat of a record for 
recent years. The members elected were — 
Walter Gregory, C.A., Joseph Harper, C.A,, 
William A. Bradshaw, William H. Broad- 
hurst, J. Donald Crump, Glenn D. J. Gros- 
sett, Miles H. Kennedy, John P. McCarter, 
Roderick J. Whitehead, and Reid D. Wil- 
liamson. 

Mr W. M. Brace, F.C.A., vice-president 
of the Institute of Chartered Accountants of 
Ontario, was the guest speaker for the 
evening. 


C.A. Club of Western Ontario 


Two interesting speakers were heard by the 
members of the Chartered Accountants Club 
of Western Ontario at their regular monthly 
meeting, March 30, at the Catholic Culture 
Centre in London. 


Mr T. Cadham, a graduate of Harvard 
School of Business and now on the staff 
of John Labatt Limited, reviewed the various 
types of profit-sharing plans operating in 
corporations in North America. 


News of Our Members 


At the behest of Sir Hugh Mackintosh 
Foot, governor-in-chief of Jamaica, Mr Percy 
Black, C.A. (Que.), recently collaborated with 
Mr John W. Yaxley, Montreal industrialist, 
in the investigation into certain difficulties in 
the Jamaican textiles situation. Their report 
entitled “A Report on the Cotton Textiles 
Production, Marketing, and Imports of Ja- 
maica, January-March 1954”, has been for- 
warded to A. M. W. Douglas, Minister of 
Trade and Industry, Kingston. 


Rapid Grip & Batten Ltd., Toronto, an- 
nounce the appointment of Mr D. R. Keed- 
well, C.A. (Ont.), as secretary-treasurer and 
a director. 
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Mr R. W. Porter, a graduate of the Uni- 
versity of New Brunswick and now London 
Manager of the Standard Life Assurance Com- 
pany, cited the advantages of pension plans 
as offered by insurance companies in com- 
parison with profit-sharing for employees, the 
benefits accompanying a modern pension plan, 
and its flexibility to meet the needs of the 
individual corporations. 

Mr R. G. Brownridge was chairman of the 
meeting. 

Xk * * 

Norman B. McLeod & Co., Chartered Ac- 
countants, announce the removal of their 
offices to Rm. 1326-8, Montreal Trust Bldg., 
67 Yonge St., Toronto. 


* * * 


Mr Kenneth W. Ball, C.A. announces the 
admission to partnership of Messrs George 
R. Wallace, C.A. and E. F. Smith, C.A. 
Practice of the profession will be carried 
on under the firm name of Kenneth W. 
Ball & Co., Chartered Accountants, with 
offices at 44 King St. W., Toronto. 


QUEBEC 


Deloitte, Plender, Haskins & Sells, Chart- 
ered Accountants, announce the removal of 
their Montreal offices to the Canadian Pa- 
cific Express Bldg., 215 St. James St. W., 
Montreal. 


Mr Leon Bennet-Alder, C.A. (Ont.), has 
been appointed superintendent of Victoria 
General Hospital, Winnipeg. 


Mr Gordon W. Hunter, C.A. (Man.), has 
been named assistant deputy minister of the 
Defence Production Department, effective 
May 1. 

* > * 

Mr W. F. Davey, C.A. (Que.), has been 
appointed general manager of Winnipeg and 
Central Gas Company. 

+ * * 

Canadian Aviation Electronics Ltd., Mont- 
real, announces the appointment of Mr. W. 
M. Chamard, C.A. (Que.), as treasurer. 
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By Gertrude Mulcahy, B.A., C.A. 
The C.1.C.A. Research Department 


INVENTORIES 





IHE term ‘“‘inventories’’ means the 

stock of merchandise purchased for 
resale, materials and supplies purchased 
for use in production, and finished or 
partly finished goods manufactured or 
produced for sale. 


In recent years greater emphasis has 
been put on the determination and valu- 
ation of inventories than on almost any 
other item of the financial statements. 
This is understandable in view of the 
significance of inventories in determin- 
ing both the profits from operations and 
the current working capital position of 
a concern. 

In addition to setting forth recommen- 
dations as to statement presentation, the 
Committee on Accounting and Auditing 
Research of the Canadian Institute of 
Chartered Accountants has issued two 
bulletins dealing specifically with inven- 
tories, namely Bulletin No. 5, ‘The 
Meaning of the Term ‘Cost’ as Used in 
Inventory Valuation” and No. 7, ‘“The 
Auditor’s Responsibility for the Validity 
of the Inventory Figure’. 


Disclosure of 
Subdivisions of the Inventory 
Of the financial statements analyzed 
for the years 1952, 1951, 1950, and 
1949, 40, 32, 27 and 33, respectively, 


set out in the balance sheet the dollar 
value applicable to each subdivision of 
the inventory. The extent to which 
such disclosure is advisable depends on 
the circumstances of each particular 
concern. In the financial statements 
mentioned above it was impossible to 
determine the intention, if any, of the 
disclosure of the dollar values of the 
various subdivisions of the inventory. 
It was not apparent whether such detail 
was presented merely because such had 
been done in the past or to indicate 
an unusual situation in the company’s 
inventory position. 


The disclosure of the values given to 
the various components of the inven- 
tory, as set out in example 1, does not, 
in itself, give the reader any informa- 
tion. A review of this company’s state- 
ments of the 1951 and 1950 years shows 
that while the value of the total in- 
ventory fluctuated moderately from 
year to year, the ratio of the value of 
the various components to the total 
was constant for all practical purposes. 

Many of the financial statements in- 
dicated the components of the inven- 
tory figure by the use of such captions 
as ‘Inventories of raw materials, sup- 
plies, work in process and finished 
goods” without disclosing the dollar 
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value attributable to each. (See exam- 


ple 2) 


Basis of Valuation 


Although the majority of the finan- 
cial statements adhered, in some form 
or other, to the requirements of the 
Companies Act, 1934 (Canada) and to 
the recommendations relating to the 
disclosure of the basis of inventory 
valuation which are contained in Bul- 
letin No. 1, 16 in 1952, 16 in 1951, 10 
in 1950, and 8 in 1949 failed to give 
any such information. (See example 3) 

From figure 1, which classifies the 
various bases of valuation disclosed in 
the financial statements, it is apparent 
that the “lower of cost or market” con- 
tinues to be the generally accepted basis 
of inventory valuation in this country. 
(See also examples 1 and 2) 


The miscellaneous category includes 
such descriptions as ‘approximate 
cost”, “lower of approximate cost or 
market”, ‘estimated cost’, ‘market’, 
“average cost or market, whichever is 
lower’, and “lower of cost of mater- 
ials and direct labour or market’. 

In Bulletin No. 1, the Committee on 
Accounting and Auditing Research 
recommended that the basis of valuing 
inventories be clearly disclosed. The 
following descriptions appearing in the 
1952 financial statements do not des- 
cribe any basis of valuation and if in- 
terpreted literally would permit wide 
fluctuations in value: “at not more than 
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cost’, “cost or under, not more than 
market’, ‘“‘on a basis which in total 
does not exceed the lower of laid down 
cost or market’, “on a conservative 
basis and not more than replacement 
cost’, etc. (See example 4) 

Little or no reference has been made 
to the methods used in determining 
inventory “cost”. 

A few statements indicated that the 
basis of the current valuation of inven- 
tory had changed from that used in 
previous years. Examples 5 and 6, 
taken from 1952 financial statements, 
clearly disclose the impact of such a 
change on the current financial state- 
ments. 


Determination and/or 

Certification of Inventory Figure 

In recent years there has been con- 
siderable discussion both for and 
against including in the balance sheet 
a specific reference to the manner in 
which the inventory has been deter- 
mined. It has been argued that such 
a reference may be interpreted as an 
indication that the auditor does not 
accept full responsibility for the in- 
ventory figure. However, the Commit- 
tee on Accounting and Auditing Re- 
search is of the opinion that “the in- 
clusion in the balance sheet of the 
words ‘as determined and certified by 
management’ or words of similar im- 
port with reference to the inventory 
does not relieve the auditor of respon- 


Figure 1 
Basis of valuation disclosed 


Lower of cost or market 
Cost, factory cost, production cost 


— Market 


Miscellaneous 
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Figure 2 


1949 
42% 


15% 
5% 
3% 

10% 


75% 
25% 


100% 





sibility” but “can only be regarded as 
a part of the financial statements pre- 
sented by the directors and designed to 
comply with the provision of section 
112(2)(d) of the Company's Act, 1934 
(Canada)”’. 

From figure 2, it is apparent that 
although the majority of the financial 
statements disclose the manner of de- 
termining the inventory, an increasing 
number of financial statements do not 
contain such a reference. Included in 
the miscellaneous category of figure 2 
are such descriptions as “as approved 
by the management and/or officials of 


Disclosure of manner of determining inventory 


as determined and certified by management 
and/or officials of the company 

as certified by management and/or officials 
of the company 

as determined by management and/or offi- 


cials of the company 
as determined or certified by management 


based on physical count 
miscellaneous 


not stated 


the company’, ‘‘as valued by the man- 
agement and/or officials of the com- 
pany”, “determined by physical count”, 
and “based on the company’s records 
and physical count”. 


Inventory Reserves 


Of the financial statements analyzed, 
86 in 1952, 83 in 1951, 70 in 1950, and 
68 in 1949 indicated the existence of an 
“inventory reserve”. Figure 3 shows 
that the majority of the statements set 
out the dollar value of the inventory 
reserve. Few of the statements setting 
out the inventory reserve on the liabil- 


Figure 3 


1951 
41% 


14% 


16% 


29% 


100% 





Disclosure of Inventory Reserves 


Reserve set out on liability side of balance 


sheet 


— Reserve set out as a deduction from the 


inventory figure 
Reserve set out in description of inventory 


— Reserve referred to in description of inven- 


tory, but amount thereof not disclosed 
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ity side of the balance sheet included 
such item in the shareholders’ equity 
section. Since many of the 1952 finan- 
cial statements had been prepared prior 
to the release of Bulletin No. 9, the 
impact of the recommendations con- 
tained in that bulletin will not be evi- 
dent until future years. 

In many of these financial state- 
ments (35 in 1952) the reserve is stat- 
ed specifically to be in respect of a fu- 
ture decline in inventory values. In 
most of the other cases the items are 
described simply as “reserves”. Ac- 
countants would assume that these 
“reserves” were true reserves as defined 
by Bulletin No. 9. However, in a num- 
ber of cases such reserves appear on 
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financial statements in which the ac- 
cumulated depreciation and the allow- 
ance for doubtful debts are also des- 
cribed as “reserves”. In these circum- 
stances the reader is forced to make his 
own interpretation of the meaning of 
the term “reserve’’. Confusion may 
also arise where the inventory reserves 
are described as “inventory valuation 
reserve’, ‘‘allowance for obsolescence’’, 
“reserve in respect of a normal quan- 
tity of inventories’, “reserve for inven- 
tory contingencies”. 

Examples 1, 2, 4, 5, and 6 illustrate 
the variations in practice in this res- 
pect. Examples 6 and 7 are out of the 
ordinary in that they show two re- 
serves against inventories. 


Example 1 


Current assets 
Valued at the lower of cost or market 
Corn 
Goods in process . 
Finished goods oS 
Manufacturing supplies . reece 


Mechanical stores and replacement parts . 


Capital stock, reserves and surplus 


Reserve for future depreciation in inventory values 


Reserve for corn . 


$2,011,024 
113,334 
941,986 
477,062 


340,022 $3,883,428 


250,006 
300,000 


Example 2 


Current assets 


Inventories of raw materials, goods in process, finished goods 
and factory supplies, based on quantities certified by 


the management, valued at the lower of cost or market 


Less inventory reserve 


Current assets 


$4,091,971 
150,000 


$3,941,971 


Newsprint, pulpwood, stores, etc., including woods opera- 


tion and advances on pulpwood contracts ..... 


Current assets 
Inventory of merchandise and supplies as determined and 
certified by the management and valued on a basis which 

in total does not exceed the lower of laid-down cost or 

fair market value, less reserve of $280,000 for future 
depreciation in values ... 





$4,615,243 


Example 4 


$10,040,162 
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Example 5 


Current assets ; 
Inventories of wire cloth, wire, etc., valued at the lower of 


a 5 a src sae een pateeacaxcisivansa naa $1,187,147 
Capital stock, reserves and surplus 
Reserve for future decline in inventory values ..............0...000. $ 258,000 


Statement of earned surplus 

Appropriations for reserves 

ICTR Shs 22 Po aes eae ee ge ke $ 35,000 

Directors’ Report 

Following the practice adopted last year, the company’s inventories as of March 31, 
1952, have been valued so as to comply with Government rulings under recent Income Tax 
Regulations. Pending a final decision as to the validity of these rulings, your directors 
have again considered it prudent to appropriate a sum equivalent to the net adjustment 
as a reserve for future decline on inventory values. 


Example 6 
Current assets 
Inventories, valued at lower of cost or market, less reserve, 
comprising raw materials and supplies, goods in process 
and finished products, and logging and pulpwood ad- 
vances season 1952-53, as certified by responsible offi- 
RI AO, OO ND eons sc ds vee co ge sec dassreadespnsockasase $13,183,893 


Statement of Consolidated Income and Expenditure 
Before net figure 
Applied in reduction of pulpwood inventories due to 
change in method of establishing costs .............0...:0008 $ 833,272 
Directors’ Report 
It has been deemed advisable, due to the continued increase in the cost of producing 
pulpwood, to change the method of charging pulpwood to manufacturing costs from the 
actual cost of pulpwood consumed to the approximate average cost of inventory at the 
first of the year and pulpwood cut and contracted for during the year. As a result of 
this change, charges to manufacturing costs have been increased in 1952 by $833,272 and 
the valuation of pulpwood inventories has been reduced by an equal amount. 


Example 7 
Current assets 
Inventories 
Malt, barley, etc., valued at the lower of approximate 
COR APE SOME. TOOR LOROEVO ic cccicsc snesicacecitatccnacdStvbobatoences $10,799,144 
RICIRCHURN: WUNITOENES MC CQO 5056 vegas.) cava bsnusbcan Ses dant Noodaniains 317,253 $11,116,397 
Liabilities 


Reserve against future decline in inventory values ................ $ 600,000 
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J. E. Smyth, C.A., Editor 
(Correspondence with the editor is cordially invited) 





NOTES AND COMMENTS 


N times past when published financial 

statements have chanced to come with- 
in the range of our scrutiny a dark 
look would come over us and we have 
been heard to mutter things under our 
breath. But this year all is different. 
We have been looking at a few recent 
annual reports and the other day we were 
caught smiling pleasantly while doing so. 
Our step is lighter this year, and our 
head is higher; we look with confidence 
to the future. 

For example, we have at last found a 
reserve against future decline in inven- 
tory values in its proper place on a bal- 
ance sheet — as a part, of shareholders’ 
equity. (The balance sheet is that of G. 
Tamblyn, Limited as at December 31, 
1953.) This treatment of the reserve 
clearly shows the influence of Bulletin 
No. 9 of the Committee on Accounting 
and Auditing Research of the Canadian 
Institute; that bulletin recommends that 
use of the term “reserve” be restricted 
to appropriations of retained earnings 
and refers specifically to a reserve against 
future decline in inventory values as be- 
ing such a reserve. 


The so-called “funds statement’, too, 
seems to be coming into its own. In 
two of the annual reports of oil com- 
panies which have come to our atten- 


tion an analysis of working capital is 
not only presented, but the term “work- 
ing capital” is used instead of “funds” 
— the latter being a term which seems 
to mean many things to different 
people. At least there is fairly general 
agreement in accounting circles about 
the meaning of working capital; though 
we must admit we have heard of those 
who define working capital as merely 
the total of current assets, and not as the 
excess of current assets over current lia- 
bilities (which they choose to call net 
working capital), and of others who like 
to exclude inventories and prepaid ex- 
penses. Still, the term “working cap- 
ital” is more precise than “funds”. 
The annual report of McColl-Front- 
enac Oil Company Limited shows the 
“source and use of working capital” in 
comparative form for the past five years. 
Further, it shows working capital at the 
beginning of each year, adds the sources, 
deducts the applications, and arrives at 
the working capital at the end of the 
year. This presentation is to our mind 
preferable to showing merely the sources 
and uses and their difference. | Even 
when there is an increase in working 
capital, not all the applications need 
have been made out of the very work- 
ing capital which became available dur- 
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ing the year in question; some part (one 
cannot tell how much) may as well have 
been an application of the working cap- 
ital as of the beginning of the year. 

The annual report of British Ameri- 
can Oil Company Limited for 1953 also 
provides an analysis of working capital 
for the five years 1949-53 inclusive un- 
der the headings “Working capital re- 
ceived” and “Working capital dis- 
bursed”’. 

Of the three annual reports mentioned, 
two avoid the much misunderstood term 
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“surplus” on the balance sheet. The 
balance sheet of G. Tamblyn, Limited 
refers to “earnings employed in the busi- 
ness” and the balance sheet of British 
American Oil Company Limited de- 
scribes the item as “retained earnings”. 


Of course we realize our sample of an- 
nual reports is not representative, and 
that there are still many bad — or should 
we be constructive and say improvable? 
— financial statements extant. But we 
trust readers will not spoil our pres- 
ent mood by sending us examples. 


PUZZLE 


This division problem has a unique solution; every dash indicates a number. 


(Submitted by Mr. Stanley Tench, 
more puzzles.) 


Vancouver in response to the editor's request for 


SOLUTION TO THE PUZZLE FOR MAY 


Let “x’’ dollars = the amount of Jones’ bonus. 
Then 10x = (100% — 49%) of (38,000 — x) 
51 
10x = —— (38,000 — x) 
100 
1,000x = 1,938,000 — 51x 
1,051x = 1,938,000 
x = 1,843.96 
The amount of the bonus was $1,843.96 
Proof: 


Profit (before bonus and income tax) .............0..cccccccccceecsseeeceseesseeees 


Deduct bonus . 


Profit (before income tax) 
Deduct income tax (49%) 


PEORG 405 FORE «62.50.25 c.cccs0.c0.0: peecntl as 


$38,000.00 
1,843.96 


36,156.04 
17,716.46 


$18,439.58 
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PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect 
the personal views and opinions of the various contributors. They are designed not as 
models for submission to the examiner, but rather to provide such discussion and ex- 
planation of the problems as will make their study beneficial. The editor will welcome 
discussion of the solutions published. 


PROBLEM 1 
Intermediate Examination, October 1953 
Accounting I, Question 3 (15 marks) 
The following are the totals in the cash book of C Groceteria for the year ended 
30th November 1952: 
C GROCETERIA 


CASH BOOK 
as at 30 Nov 1952 


Dr. Cr. 
NII nT oR ee on ea Re oh $174,250 $176,910 
eS IEE Se eco a Ne ORE Cae ae Ore ee ee Ey eee 8,000 6,000 
NR Oe 0 re ae AL Sta ee ca or pe 168,250 
I IRS RN 065 cb ear ah Ss danas kcsstlest neecortstogavg eee 8,160 
RRMIAR HONE MMMM ode 3 is ceed asopctncsnckebecdseaacies Sr Seb ioe eee seasons 4,610 
RUMUNNIRE BITES. LEP, cies ces cobs Resdsass tro messhensedke Pen SS Nees epocis se onictomncet espe abbabeth ans 530 
Insurance. Series anak onset Pts NEGUS wnt spendin otsicinswausincve duke apoesnvacneieabecensesks 850 
Advertising Fra psdchaetb as sian ascns ss cistacsavtias types ceesuanivaqesssacvebomecrcnssshvens toes 140 
Re MN rs AGS ys Sawips sd edb Saya doachoniDics dV eacetaesaBea Es inaescashes 750 
RENN RE TUNIRKA MORE MIN 05 ccs pnpacantdasss atnnndydosasveniovanecsessectdnacelevio’s 360 
Taxes ..... DRoe nip Reesereis oa even rath vs etawebs aaeen Fy sekies sauna see souseay abuesuausesssanstainess 530 
Purchases eS PR ene csascse cate tei eR Eases apo ee eh cs Die 147,700 
Drawings eee SIRES AE Setbacks pater ewe ishekoseretvacetebh coeheasmeatissecaat Coke eens 4,800 
Repairs and maintenance .. ted arcane meaccte toate siee esos arekceoeengntons 480 
$351,160 $351,160 
The following information is applicable: 
(a) There is no general ledger. 
(b) Assets and liabilities as at 30 Nov 1951 were: 
OY eS eg |e ee ne ane $ 9,000 
Accounts receivable — trade o..0......ccccccccccccccessseeseesseees 15,500 
I i ce 27,000 
RSCRCURRRARE GEENSMURROINONNE ono. 30 5a ccsssevevscasvssicenvensosenestases 3,700 
2 ED gE Ih SARE De ptcrneo ePoree ek oe RL eR . 6,350 
SRS Ferhat Era sh lciicethie cs Setrbeiocies vpsica ee eaies ee doamem oan ant 250 
Bank loan payable Deiter APS epic $ 6,000 
Accounts payable — trade .00.........cccccccssscesssseeeee 29,000 
: Gee MANNIE 2 Ss Betcha oss cncn cv cauacans 1,300 








61,800 36,300 
MINING oper tte eet kt lS ee a 25,500 








$61,800 $61,800 
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(c) Accounts payable as at 30 Nov 1951 and 30 Nov 1952 were as follows: 
30 Nov 1952 


30 Nov 1951 
MN SINS MR Ra chet co Meda ae $29,000 
PREG! ee rncaicnieea aliases 450 
NRC Se Sel idea nt geniaeds rwudeeetes 500 
MIN a acc Dh bo cena cn ye een 100 
RU ee ren ae as 60 
RON A bso oe eve eter aes Mecca ses 40 
I a rie ita. ae aa 50 
MEWEEMNIO ses cs Niosncaiics Rai bedeg 100 


Income tax deductions ......... padi 


$18,300 
240 
300 
150 


60 
100 
50 
90 


(d) Trade accounts receivable as at 30 Nov 1952 amounted to $12,000. 


(e) Inventory as at 30 Nov 1952 was valued at $32,000. 
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(f) Fixed assets are shown at net book value and depreciation should be provided at 


20% on furniture and 10% on building. 


Required: 


(9 marks) (a) Statement of profit and loss for the year ended 30 Nov 1952. 


(6 marks) (b) Balance sheet as at that date. 


A SOLUTION 


C GROCETERIA 
STATEMENT OF PROFIT AND Loss 
for the year ending 30 Nov 1952 


PON hee Wd a ttn tteenes tam Sopra Aeeliaats 
Cost of goods sold 
Inventory 1 Dec 1951 Lopleei iaess silk seo iaipisdseteisw - SIRO 
Purchases DP ie teen Bie men ead 6 
164,000 
Less inventory 30 Nov 1952 oe er eree 32,000 
Gross profit os 
Less operating expenses . 
Freight and expenses ................ sccabbosstaee ences 4,400 
Salaries and wages ..... AE occ titorerths Macteiaa ita 8,050 
BREE OSE ici csescsss.- Unsaid: Berit nes 580 
Insurance .....:........ Be Rican Garant eee, 800 
Advertising _........... Bt Sal fet rece hs teth 140 
Office expense .............0.0:00 pore aaeecairnm sets 690 
RaEG HOA ONG WEKEE coc. ielecciactelaniddtisionuus 380 
OS SS sche tess Ae ede Ea EAN 580 
RCDGIS GHG MAMMCRANCE oo, 5.2. 6.<6.c05scsecccivicnssesss teense: 480 
Depreciation — buildings ........0...0..ccceeeeeeee 635 
— furniture and equipment ................ 740 


RVGE Gert APOIO DERREONS 3.3555 -i05521ccncnscsataerenccensvtanics 





$164,750 


132,000 


$ 32,750 


17,475 


$ 15,275 





390 The Canadian Chartered Accountant, June, 1954 


C GROCETERIA 
BALANCE SHEET 
as at 30 Nov 1952 


ASSETS 

Current assets 
ReseeA oRiD VRC IRURNN © BUR MOOI ooo ac vacances cdocpnnunsocacdnsssdancovreserictvcccssacssse OSSD 
MEMGE -DOOOUINS PRCEIGIIIE osinsi nes ssccckcscisesheccsaccecccksccccsesccesnmsseccsercercses 129000 
Inventory, at the lower of cost or market ............... Rate, Gina 32,000 

Ppa nn rR RUN ICR RENNES S79 2 0 28ers cp navoboaiuastesimetadettoiekax 

Fixed assets 
RINE PRI S52 rc ee Slee at on Rel ee Ey Shahi cates eE ASN Di 250 
Building, at cost less recorded depreciation to date ................... $,715 
Furniture and equipment, at cost less recorded depreciation to date 2,960 


Sree REINER hb is INL SRC ee re id hae a han 


LIABILITIES AND PROPRIETORSHIP 


Current liabilities 


Meet MORI UIPIPS ROMS asst e We sess ty a copenctanieens corso eayiaeeitassiaviues bass . $18,300 
SUN MIMEME DRI RNIN 20 GE rte peace cis ctactd aatanb cid gutidsavie Senne 990 
Bank loan _......... Beene rae Reta Wet as he rat ert oi eee ad 4,000 
SUNS MAR EMEINE OU RMUNMNRDMI 2555622. 25 58s gb: 55, occas Sues ibd ncosucuavesheazintts 
Proprietorship 
Balance 30 Nov 19511 ................... et Pa aa . 25,500 
Add profit for year ................. sSiaes ciara eeiak Ro Lecco es es . SS 275 
40,775 
Deduct drawings . PR ee eRe Cire Ree terrors, Sasa ae 4,800 
Balance 30 Nov 1952 . ate vebs eee mn Recee Neat Memes ee oe tel aan eee 


EXAMINER’S COMMENTS 


$50,340 


$23,290 


35,975 


$59,265 





One of the most common omissions from candidates’ solutions was a reference to 


the basis of valuation of inventories and fixed assets. 


The Students’ Department 


PROBLEM 2 
Final Examination, October 1953 
Accounting I, Question 5 (20 marks) 
As treasurer of the U Manufacturing Co. Ltd. you have drawn up the following 
budget covering anticipated operations for the month of September 1953: 
Sales — 1,500 units at $150 each $225,000 


Cost of sales 
Opening inventory 100 units at $110 each 
PeOauCHOn 1,700) WHS St S110 CAC oncsoscccscissccsckscsscciscacscscsiavcsise 187,000 


198,000 
Closing inventory 300 units at $110 each ©0000... ; 33,000 165,000 


$ 60,000 


The company operates a standard cost system in which all inventories are carried 
at standard. The standard cost per unit has been established as follows on a normal 
production of 1,700 units per month:— 

PAGtSrEal ZO AOS; AUISLLO0 Per EDs .scsiasisiiesceasssisncsmerihersesdertiedseisselbatnns $ 40.00 
MaWOUr <20 ts, at S129) er She) ak het wuts ped 25.00 
‘Factory service expenses $2.25 per direct labour hour ................ 45.00 


$110.00 


Actual operations for the month of September 1953 resulted in the following: 
Sales 1,600 units at $140 each . . $224,000 
Material pufchased 32,500 Ibs. at $2:05 per ID. ......2...05..cccccccsiccecccsesesee 66,625 
Direct labour 34,700 hrs. at $1.20 per hr. .. ; 41,640 
Actual factory service expense ................. er eerie 78,735 
Units put into production .... 
Inventories were: 
1 Sept 1953 30 Sept 1953 
Raw material at standard 8,000 Ibs. at $2.00 6,000 Ibs. at $2.00 
Work in process — material 100 units 100% complete 200 units 75% complete 
Work in process — labour 100 units 50% complete 200 units 40% complete 
Work in process — factory 
service 100 units 50% complete 200 units 40% complete 
Finished goods 100 units at $110 150 units at $110 
Required: 
An analysis of all variances from standard and budget classified as to price, volume, 
usage or efficiency as applicable. 
NOTE: Statements of operations and profit and loss are not required. 


A SOLUTION 
THE U MANUFACTURING CO. LTD. 
ANALYSIS OF VARIANCES FROM STANDARD AND BUDGET 


for the month of September, 1953 
Sales 
Volume (net) 
Selling price of 1,600 units instead of 1,500 @ $150 ............. $15,000 
Cost of 1,600 units instead of 1,500 sold @ $110 .................... 11,00€ 
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Favourable $ 4,000 












Price 
1,600 units @ $140 instead of $150 ................... Unfavourable 16,000 















Material 
SRE BE tO NN I sh ood snes ochacarcanesoceecnsseasaccdes Unfavourable $ 1,625 


BER ICE SO ERS RIOD acai cad adscesesesssssssesissonsensoesicd Unfavourable 1,000 














Unfavourable 






Actual Usage Standard Usage 


Opening Inventory ................ 8,000 Ibs. Closing Inventory ................. 150 units 
IRIS Base Ss Gags criceak Ibs. Production _....... veces 1,650 units 















40,500 Ibs. units 


ORBEA eee esssnasn shears eoiecns 6,000 Ibs. Opening Inventory ........... 100 units 












units 





Actual wsage ..............:. va... 34,500 Ibs. Equivalent Prod’n. 


Standard usage 34,000 Ibs. 
















Labour 
ope Cees UL sc. \ ta i ac oe ee ee ee Favourable $1,735 
Efficiency (33,600 — 34,700) x 1.25 00...........sesssssseeseeseseees Unfavourable — 1,375 








Favourable $ 360 





Standard hours of production 
RPI, SPMINNINIAIE D525 ose. cbagtedenncensivcssntssupesssoceenses 80 units 
Production. <clop spa kabscneseevecscnepsthascke- SIO nS 















1,730 units 
SOOPRSAINA MIRO NANRORU is 5 65cass ic hiaa caasbon~cyacdushsaseorsnsees 50 units 













1,680 units 
. 33,600 hours 





i.e. 1,680 x 20 





Factory Service 











Price 
PETRUS URPONN GS AE PRON UN sis Soaps cv snvenss tnapnlecesoovsnsdes vars $78,735 
Aictithl OUTS ME SLBAAREG TALC. q.nn.nc.csncsccscccecssocssesesess a 78,075 







Unfavourable $ 660 







Efficiency 
Actual Mouls At StRAGAEd LAC enn nniv. ce. c.cncisccsccccccssccsss+ss: . $78,075 
Standard hours at StaMdard FAITE .............0c.ccccsccnccsccceesesee 75,600 









Unfavourable $2,475 








Net Unfavourable $3,135 
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PROBLEM 3 


Final Examination, October 1953 
Accounting II, Question 1 (18 marks) 


The following information relates to the M Co. Ltd. 


(a) 


(e) 


Profit for the year ended 31 Dec 1952, as per financial statements before providing 
for income taxes was $200,000. 

The company started business on 2 Jan 1951 and for the year ended 31 Dec 1951 
had a net loss, as agreed with the tax authorities for tax purposes, of $25,000 after 
deducting dividends of $10,000 received during the year from other taxable Canadian 
corporations. 

Dividends of $30,000 were received in 1952 from taxable Canadian corporations. 
The allowance for bad debts as at 31 Dec 1951 was $10,000. Of this amount, it was 
determined by discussion with the tax authorities that $3,000 would be disallowed on 
assessment of the year 1951. During 1952 the company increased the allowance to 
$12,000, and it is felt that $11,000 of this allowance will be permitted on assessment 
because it can now be fully justified. : 
Charitable donations made in 1952 were $15,000 and political contributions were 
$2,000. 


(f) Legal fees for 1952 were $4,000 including $1,000 for services in connection with a 


(g) 


(h) 


prospectus. 

Bond premium on the company’s own bonds which was amortized and credited to 
profit and loss during the year 1952 was $1,500. 

Premium received in 1952 on the redemption of preferred shares held as investments 
by the company was $6,000 and was credited to profit and loss. 


(i) Premiums expense for 1952 for life insurance on officers was $1,200 and group in- 


surance on employees was $800. 


(j) Interest expense during 1952 totalled $1,400, made up of interest on current bank loan, 


(k) 


$1,100, and interest on bank loan used to buy shares in another Canadian company, $300. 
During 1951 a reserve for picnics of $500 was set up but it was determined that it 
would be disallowed on assessment of the 1951 return. During 1952 charges to the 
reserve for actual expenditures made were $300. 


(1) In 1952 a cash defalcation of $500 was made by an employee, of which $400 was 


recovered through insurance. The net loss was charged to profit and loss account. 


(m) Premium paid in 1952 for current service pensions was $8,000, including $1,100 as 


the employers’ contribution to the pension for the general manager. 


Required 


Prepare a statement reconciling the profit per financial statements with taxable income 


as defined by the Income Tax Act for the year ended 31 Dec 1952. 
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A SOLUTION 
M CO. LTD. 


STATEMENT RECONCILING PROFIT PER FINANCIAL STATEMENTS 


WITH TAXABLE INCOME 
for the year ended 31 Dec 1952 


Profit per financial statements before provision for taxes ............. nee 


Add 
SBM Ca Par NNnNRE SUDEP NBNDO URINE a5 55 rg fos ouch sec cscns cues bay ranvectonencocssspaberessbenns $ 1,000 
ann URE Sts! 2 is ea oes saad ucseabane 15,000 
SPaeeNR RNIN MR ORIEN Soh 0562 5s 2-20 ecu pdenc edn agrninntesucupstestysuarniseasaseeanvakid 2,000 
Rapa raR CRIED TR TUMISIODN | 536g Spc cc deres acest svt eSbdcobalece a lvastebadeieseesvassduac 1,000 
Efe -SBUPBACE  o.5..<....5.00<0050- ee iS a tet Sea a hd la 1,200 
Bank interest re capital investment ...................0:.sscsssssssssssssssssseseees 300 
Employer’s contributions of pension fund ...........0.0.0.00ccceeeeeee 200 

Deduct 
Bad debts provision disallowed 1951 ..............0000 isesiosanae. Spe 
Aa NIE RNIN i cots he ee oes casoos ta a tavarsevaruaseorcndaseeaawns 30,000 
Bond premium _........ Res ns eerste eae ences 1,500 
ea NURI eee oe andere, cana bia ier cckemnna's cosasne-snudsousnavosepeeess 300 
ROSARIO mI NI ici ss snk da sspsnsvsnvestessivowtsnntas sansdavnrcazoize 10,795 


Piast 405% Boss Carried Forward .vvecic.ccciccscccsc.cccscsseeccicessccassvcscoscvecsonses 
Taxable income 


Calculations of donations allowed 





Net profit ee ORs ae Pa Ss 2 Cana en evsevvetsarssesssss 2002000 
PM a RE RIS oo, oo ssassdesdasecdbcadadadsbaasds assesses pet Sibi! 20,700 
$220,700 
Deduct 
SienE RIT 3 a eS Ih ae a $3,000 
RUS ra ta SR ORPIREIRINY 5. vitac as sasb os aren oasis oaeust earth 1,500 
SPRISIRIIG RSNRPENEDEE 5 coco os cacdiettccis Sees co onnnsensh2e0-y 300 4,800 
$215,900 


EXAMINER’S COMMENTS 


Common misinterpretations by candidates were as follows: 
1. The premium on redemption of shares, $6,000, was considered non-taxable. 

2. The bad debt adjustment was calculated correctly but the reserve from 1951 of 
$4,000 was deducted from the $25,000 loss. 
The 1951 dividend of $10,000 was not added to the loss carried forward. 
4. The donation allowance was calculated on the wrong profit. 


Ww 


$200,000 


20,700 


$220,700 


$ 45,595 


$175,105 


35,000 


$140,105 
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RECENT TAX CASES 


M.N.R. v. Robertson 
(Exchequer Court of Canada, Potter ]., April 12, 1954) 


Chief Source of Income — Farming loss — Chief occupation distinguished from 
chief source of income — Minister’s discretion — Review of —ITA (1949) s. 13 


Appeals — Appeal by Crown from ITAB — Onus on taxpayer 


In 1948 respondent purchased a farm 
of 300 acres in Ontario and purchased 
100 more acres the following year. The 
land was in a very dirty condition and 
in the first year about 200 acres were 
cleared, with the result that in 1949 she 
sustained an operating loss of $7,860 on 
her farming operations in addition to 
$4,842.97 depreciation on her farm 
equipment. In that year she derived in- 
come of $12,223 from securities, and in 
reporting her income for income tax 
purposes claimed to offset her farming 
loss (including the depreciation) against 
her other income. ‘The Minister, how- 
ever, exercising the powers conferred on 
him by ITA s. 13(3), ruled that her 
chief source of income was neither farm- 
ing nor a combination of farming and 
some other source of income within the 
meaning of s. 13(3), with the result that 
only 50% of her farm operating loss 
(i.e. exclusive of depreciation on her 


farm equipment) was deducted from 
her other income. Respondent's appeal 
to the ITAB was allowed by Mr. Ford- 
ham (sub nom 76 v. MNR [1953] Tax 
Rev. 55) on the ground that farming was 
respondent’s bona fide occupation and 
not a hobby. The Minister appealed to 
the Exchequer Court of Canada. 
Held, reversing the Court below, inas- 
much as respondent’s farming operations 
produced no income whatever the Min- 
ister could not rule that her chief source 
of income was farming or a combination 
of farming and some other source. 
Held also, an appeal to the Exchequer 
Court from a decision of the ITAB is 
a trial de novo whether the appeal be by 
the taxpayer or the Minister, and the 
onus of proof is therefore upon the tax- 
payer in either case. MNR v. Simpson's 
Lid. [1953] Ex. C.R. 93, per Thorson 
P., followed. 

Minister's appeal allowed 
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Geo. T. Davie & Sons Ltd. v. M.N.R. 
(Exchequer Court of Canada, Cameron J., March 27, 1954) 


Business Profits — Profit of Year — Shipbuilding contract — Reduction of 

amount due on loan by Crown company — Abatement of indebtedness not a 

trading profit of year — Abatement of loan not a subsidy — Benefit not a profit 
from shipbuilding business 


Appellant company entered into con- 
tracts in 1946 and 1947 to construct five 
vessels at a fixed price per vessel for a 
Chinese company. The Chinese com- 
pany borrowed money from Canadian 
banks to finance the construction of the 
ships and the repayment of those loans 
was guaranteed by the Government of 
China, and the undertaking of the 
Chinese government was guaranteed by 
the Government of Canada under the 
authority of Part II of the Export Credits 
Insurance Act (1944-45, c. 39). By 
August 1948 appellant was in such fi- 
nancial difficulties due to increased costs 
and certain technical difficulties that it 
was unable to fulfill its contract, and in 
September 1948 it executed a mortgage 
of all its immoveable property to the 
Canadian Commercial Corporation (a 
Crown company) to secure the payment 
of advances previously made and to guar- 
antee further advances which the Cana- 
dian Commercial Corporation might 
make. Appellant’s loss on the shipbuild- 
ing contracts, which were completed in 
1949, was $1,150,164 and its indebted- 
ness to the Canadian Commercial Corp- 
oration was $914,000. The Chinese 
company thereafter paid an additional 
sum of $284,813 on account of the con- 
tract price of three of the vessels, which 
appellant treated as a trading receipt and 
used to reduce its indebtedness to the 
Canadian Commercial Corporation. In 
the same year Parliament appropriated 
$850,000 to reimburse the Canadian 
Commercial Corporation in respect of 
the losses it might sustain on its ad- 
vances to appellant, and in November 


1949 the Government of Canada agreed 
to abate $450,000 of the amount due by 
the appellant on advances made to it in 
respect of the losses sustained on the 
shipbuilding contract, and the agreement 
was effectuated by reducing appellant's 
indebtedness to Canadian Commercial 
Corporation by $450,000. In its own 
accounts appellant treated this sum as an 
increase in its capital surplus. In assess- 
ing appellant to income tax for 1949 the 
Minister of National Revenue added the 
amount by which appellant’s indebted- 
ness was reduced, viz $450,000, to the 
income reported by appellant. Appel- 
lant’s appeal to the ITAB was dismissed 
(per Messrs. Monet and Fordham, Mr. 
Fisher dissenting), and it appealed to 
the Exchequer Court of Canada. 


Held, the abatement of appellant's in- 
debtedness was not a subsidy but an abate- 
ment of a debt of capital, and the can- 
cellation or abatement of a debt, whether 
it be a trading debt or a debt of capital, 
in a year subsequent to that in which the 
debt arose does not give rise to taxable 
income in the hands of the taxpayer 
whose debt is cancelled or abated. Ap- 
pellant company did not receive payment 
of the $450,000 in 1949 nor acquire any 
right to receive it in that year. The re- 
duction of its liability was purely an act 
of grace coupled possibly with matters of 
public policy and business motives, and 
the benefit received by appellant from the 
abatement was not a profit from its busi- 
ness. British Mexican Petroleum Co. v. 
Jackson, 16 T.C. 570, followed and ap- 
plied. 

Appeal allowed 
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(Exchequer Court of Canada, Potter ]., March 27, 1954) 


Business Profit — Auto sales company — Sale of cars used for business purposes 
— Intention to sell after temporary use — Whether profit a business profit or 
capital gain 


Appellant company carried on a large 
garage and auto sales business in Wind- 
sor, Ontario, where it had two garages 
and two used car lots, and it also had 
four associate dealers in Essex County 
‘whom it supervised. For the purpose 
of its business it required a number of 
passenger cars for the use of its officers 
and employees, and in 1949 it sold 12 
such passenger cars which had been used 
for that purpose for $6,997 more than 
the amount at which the cars were car- 
ried on its books after depreciation. 
Eight of the cars had been purchased 
wholesale in 1948 and four in 1949. 
Those purchased in 1948 were shown as 
depreciable capital assets in appellant's 
1948 return and depreciation allowances 
claimed and allowed in respect of them, 
but in assessing the company for 1949 
the said $6,997 was added to appellant’s 
reported income. Appellant’s appeal to 
the ITAB was allowed [1952] Tax Rev. 
67, and the Minister appealed to the 
Exchequer Court of Canada. At the 
hearing the president of the company 
who was the controlling shareholder gave 
evidence indicating that the intention of 
the company was to use the cars in the 
company’s business until they had been 


Cadieux v. M.N.R. 


Capital Gain or Income — Intention not 
sole factor — Purchase of property with- 
out intention of selling — Course of con- 
duct in disposing of property — A trad- 


INCOME TAX APPEAL BOARD CASES 


Fabio Monet Esq., 0.C. (Chairman) Cecil L. Snyder Esq., Q.C., (Assistant Chairman) 
W. S. Fisher Esq., Q.C. and R. S. W. Fordham Esq., Q.C. 


driven about 6,000 miles and then re- 
place them with others, i.e. before they 
were worn out: The cars were sold in 
the ordinary course of the company’s 
business, commissions being paid to 
salesmen on the sales. In the company’s 
books the cars were shown as capital as- 
sets. 
Held, on the evidence it must be found 
that it was not the company’s intention 
to appropriate the cars in question to 
plant, i.e. to capital, and that it did not 
actually deal with them as capital assets, 
and as they were dealt with, that is pur- 
chased and sold, as cars ordinarily carried 
as stock-in-trade, although temporarily 
used for the company’s purposes, it fol- 
lows that notwithstanding the method of 
bookkeeping used, and notwithstanding 
that they were shown as fixed assets in 
the company’s tax returns, their purchase 
and sale was really the carrying on of 
part of its business which it was auth- 
orized by its letters patent to carry on, 
viz “to buy, sell, etc. and generally deal 
in all kinds of automobiles”, and that 
the profit on the sales was income from 
its business within the meaning of ITA 
1952 secs. 3 and 139(1)(e). 

Minister's appeal allowed 






ing venture or profit-making scheme — 
Cash or accrual method of computing 


profit — IWTA (1946) 


In 1945 Cadieux, who owned a sum- 
mer residence at Lac L’Achigan in Que- 
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bec, purchased an adjoining farm with 
the intention of using it to raise poultry, 
but finding that it was unsuitable either 
for that purpose or for cultivation, bought 
an adjoining property fronting on the 
lake, converted a house thereon to a 
hotel, built a dance hall, subdivided the 
two farms into lots, gave part of the land 
to the municipality to construct a road 
running along the rear of the lake front 
properties, built three cottages, which he 
rented for a time and then sold, and sold 
sixteen lots during the years 1946, 1947, 
1948, 1949, and 1950. He was assessed 
to tax on the profits therefrom. 


Held (Mr. Monet), notwithstanding that 
it may have been appellant’s intention to 
farm the land which he bought at the 
time that he bought it, the profits were 
not capital profits but profits of a ven- 
ture in the nature of trade and so assess- 
able to tax. In addition to considering 
his intention at the time of purchase his 
whole course of conduct must be 
examined and the method used by appel- 
lant in disposing of the farms amounted 
to a venture in the nature of trade or to 
a scheme for profit-making. 


Held also, appellant having expressed 
the desire that his profits, if assessable, 
should be computed for tax purposes by 
the so-called cash basis rather than by the 
accrual method adopted by the Minister, 
the matter should be referred back to the 
Minister to take appellant’s expressed 
wish into consideration in assessing him 
for the years under review. Although 
there is no provision in the IWTA sim- 
ilar to s. 14 of ITA 1948 in relation to 
the methods of computing income from 
a business, the spirit of the IWTA is the 
same on the matter of the cash and ac- 
crual methods. 


Que, Jan 25/54 Dismissed 


Taylor v. M.N.R. 


Capital Gain or Income—lIsolated trans- 
action—Company manager buying ma- 
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terial and selling it to company—No in- 
tention to make profit—Not adventure 
in nature of trade 


Taylor was general manager of a group 
of Canadian companies which were en- 
gaged in the business of manufacturing 
and fabricating metals including lead. 
It was an inflexible rule of the company 
that lead could only be purchased as and 
when required for manufacturing pur- 
poses and that it could not be purchased 
on the futures market. Taylor, whose 
life’s work was bound up with the com- 
panies and their interests and who look- 
ed upon them as his own, saw an oppor- 
tunity to acquire a supply of foreign lead 
at a price no greater than the price for 
Canadian lead, and as there were some- 
times difficulties in acquiring Canadian 
lead he sought permission for one of 
his companies to buy the foreign lead in 
order that it might be on hand when re- 
quired to manufacture for certain for- 
eign orders. His proposal was, however, 
not approved, but permission was grant- 
ed for him to purchase a quantiy of 1500 
tons of foreign lead on his own account 
and sell it to the Canadian companies at 
the market price for Canadian lead 
which should prevail at the time of the 
subsequent sale. Taylor made the pur- 
chase of the foreign lead and almost on 
the same day sold it to one of the Cana- 
dian companies at the current Canadian 
price, which was greater than the price 
at which he bought it. He was assessed 
to income tax in respect of that profit. 
This was the first occasion on which he 
executed such a transaction. 


Held (Mr. Fisher), Taylor did not enter 
into the transaction with the hope and 
expectation of making a profit but for 
the primary purpose of ensuring a supply 
of lead for his companies, at a time 
when it was in short supply, in order 
to enable the companies to enter into 
certain contracts. The transaction was 
not an adventure in the nature of trade 
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but an isolated transaction entered into 
without the intention of making a profit 
in any event out of the transaction, and 
therefore the profit was in the nature of 
a capital profit rather than one of an in- 
come nature. Leeming v. Jones [1930] 
1 K.B. 279, per Lawrence L.J. at p. 302, 
approved. 

Ont, Dec 16/53 


Portney v. M.N.R. 


Income from Business or Capital Gain 

— Series of purchases and resales of 

houses over 8 years — Intention to in- 
crease investment income 


Allowed 


Portney, who conducted an embroid- 
ery business, commenced to buy, ex- 
change and sell houses in 1942, employ- 
ing a real estate agent in his transac- 
tions and occasionally executing minor 
repairs to some of the houses. Between 
1942 and 1948 he purchased 26 houses 
and sold or exchanged 22, at the end of 
1948 owning seven houses valued at 
$50,000, and in that year his rental in- 
come before depreciation was $3,277. 
By the end of 1952 he had made 5 ad- 
ditional purchases and one sale, and the 
value of the houses he then owned was 
$60,000, and his rental income in that 
year was $4,148. His profit on the 
sales of houses from 1942 to 1951 was 
$23,000, and he owned 9 houses which 
he had decided to retain. In no year 
between 1942 and 1951 did he purchase 
less than one house, and often more. 
The Minister assessed Portney to income 
tax in 1949 in respect of the profit made 
by him on the sale of two houses bought 
and then sold in that year. Portney tes- 
tified that his intention in selling any of 
the properties was to increase his invest- 
ment income and not to carry on a busi- 
ness scheme for making profit. 

Held (Mr. Fordham), the gain in ques- 
tion was income from a business carried 
on by Portney. A total of 26 purchases 
and 22 sales in 8 years was far from 
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normal and was inconsistent with the 
contention that Portney was not conduct- 
ing a profit-making scheme. Moreover, 
his course was not always one of buying 
and holding, but largely of buying and 
re-selling. Byrk v. MNR [1951] Tax 
Rev. 204 (ITAB) distinguished by rea- 
son of the number and frequency of 
Portney’s real estate transactions during 
the 8 years in question. 


Man, Dec 16/53 Dismissed 
154 v. M.N.R. 
Income or Capital Gain — Arranging 


purchase and resale of shares for fee — 
Reward for service rendered is income 


The president of appellant company, 
which carried on business as management 
consultants, learned in the course of car- 
rying on appellant's business that the 
shares of a client company, which was 
in the building supply business, could 
be purchased from their holders at a 
good price on the retirement of that 
company’s president, and he knew an- 
other client who would be interested in 
purchasing either the shares of that 
company or its plant. While appellant 
company had the power to carry out a 
transaction of that kind it was not equip- 
ped to do so, according to its president, 
but the Y company was in his opinion 
equipped to do so and on a resolution 
of appellant company’s directors it was 
agreed to offer the information so ob- 
tained by appellant’s president to the Y 
company for a fee of $5000 or a one- 
third share of the gross profits which 
the Y company might realize on the 
transaction. Some 95% of the shares 
of both appellant company and the Y 
company were held in the same propor- 
tions by the same 4 persons including 
appellant's president. At a meeting of 


the Y company’s directors on the same 
day the offer of appellant company was 
accepted, whereupon the Y company pur- 
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chased the shares of the building supply 
company, appellant’s president supplied 
the Y company with the name of the 
prospective purchaser of these shares and 
sat in at the first meeting between the 
prospective purchaser and the president 
of the Y company. The president of the 
Y company carried on subsequent nego- 
tiations alone and eventually effected a 
sale of the shares at a good profit. Ap- 
pellant company received $10,000 in 
1950 pursuant to its agreement with the 
Y compeny, upon which amount it was 
assessed to income tax. 

Held (Mr. Fisher), the amount in ques- 
tion was received by appellant for a ser- 
vice rendered by it to the Y company 
and this constituted income in its hands. 
Ryall v. Hoare, 8 T.C. 521, per Rowlatt 
J. at 525; I. T. Case 319, 8 S.A.T.C. 
176, applied. 


Mar 3/54 Dismissed 


145 v. M.N.R. 


Income or Capital Gain—Building de- 

velopment company—Parcel of land ac- 

quired for development as shopping cen- 

tre — Unsuitability for that purpose — 
Sale at profit 


Appellant company was a real estate 
development company engaged in the 
development of a certain area, building 
houses and selling them. In 1950 it 
acquired a certain parcel of land with 
the intention, as disclosed by the evi- 
dence of its treasurer, of developing it 
as a commercial site to serve the adjoin- 
ing housing development. However, the 
site became unsuitable for this purpose 
when a street was constructed through it 
and, moreover, owing to the unexpected 
growth of the adjoining housing devel- 
opment it was regarded as too small for 
what was needed. In these circumstances 
appellant sold the site, making a profit. 


Held (Mr. Monet), the parcel of land 
was an asset in which appellant had in- 
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vested with a view to erecting commer- 
cial buildings thereon, and the profit 
made on its sale was therefore of a cap- 
ital nature. 


Feb 4/54 Allowed 


Pearson v. M.N.R. 


Income or Capital Gains — Purchase of 

farm — Registration of plan — Sub- 

division into lots — Sale of lots — Inten- 
tion of vendor 


Cash or Accrual Method of Reporting 
Income — Right of taxpayer to choose 
initial method 


In 1945 Grosskurth, a retired mer- 
chant, called the attention of Pearson, a 
retired builder, to a farm of 30 acres 
near Weston, Ontario, where both men 
lived, which land could be purchased at 
the favourable price of $275 an acre. 
The two men contributed equally to the 
purchase of the land, which was at that 
time rented to a farmer. Their principal 
reason for purchasing the land was that 
it was situated in a rapidly expanding 
district and they hoped to make a gain on 
its disposal. There was no ready sale 
for the farm in one parcel, and it could 
not be rented for an amount sufficient 
to cover the carrying charges, and so 
in the fall of 1947 they decided to sell 
a portion of the land. They then dis- 
covered that the Ontario Planning Act 
prevented the sale of the land unless cer- 
tain improvements were made and a plan 
of subdivision registered. They accord- 
ingly carried out the necessary improve- 
ments at a cost of $4,000 and registered 
a plan, subdividing the farm into 82 lots, 
put up “For Sale’’ signs, and sold all the 
lots. Pearson appealed from income tax 
assessments assessing him to tax in respect 
of his profits on the sale of the lots in the 
amount of $2,053 for 1948, $780 for 
1949, and $1,217 for 1950. 

Held (Mr. Snyder, Mr. Monet concurr- 
ing), having in mind Pearson’s original 
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intention in acquiring this property and 
the manner in which the land was sub- 
sequently disposed of by the sale of in- 
dividual lots, it must be held that he 
was engaged in carrying on a business or 
activity or an adventure or concern in 
the nature of trade for the obvious pur- 
pose of making a profit, and that such 
profit was income to him within the 
meaning of ITA 1948 s. 3(1) and the 
equivalent section of the IWTA. Lapp 
v. M.N.R. [1951] Tax Rev. 50 distin- 
guished; Rutledge v. C.I.R., 14 T.C. 490, 
applied. 

Held also, the assessments should be re- 
mitted to the Minister to reassess Pearson 
taking into consideration his expressed 
wish to be assessed on a cash basis rather 
than on the accrual basis adopted by the 
Minister in making the assessments ap- 
pealed against. Cadieux v. M.N.R. 
[1954] 1 Tax Rev. 397 followed. 

Ont, Mar 15/54 Allowed in part 


Pepper v. M.N.R. 


Employment — Musician employed by 

orchestra leaders — Private engagement 

as orchestra leader — Automobile ex- 
penses — Deductibility of 


Pepper, who was both an optometrist 
and a musician, derived income in 1951 
by way of remuneration for playing his 
instrument for four different orchestra 
leaders, from two separate engagements 
as a musician by the Canadian Broad- 
casting Corporation, one running for 
approximately 39 weeks and the other 
for 10 or 12 weeks, and also from two 
private engagements as leader of an or- 
chestra provided by him to furnish music 
for dances, and also from arranging 
music. In his income tax return for 
1951 he claimed a deduction against the 
above income in respect of certain auto- 
mobile expenses and also a capital cost 
allowance on his car. The Minister dis- 
allowed the deductions on the ground 
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that appellant’s income was derived from 
an office or employment. 

Held (Mr. Fisher), appellant’s income 
received through the Canadian Broad- 
casting Corporation and from the four 
orchestra leaders was income received 
from employments but the other income 
mentioned was derived by him as an in- 
dependent contractor and not through 
an office or employment, and according- 
ly he was entitled to a deduction against 
the latter amounts in respect of his car 
expenses and the capital cost of his car 
if the car was used in connexion with 
the earning of that income. 


B.C., Feb 4/54 Allowed 


149 v. M.N.R. 


Employment — Deductions — Employee 

remunerated by share of employer's pro- 

fits — Not a commission — No deduc- 

tion allowed for expenses — ITA 1948 
5. 11(6) (¢) 


The vice-president of a textile manu- 

facturing company, who had charge of 
its sales, was remunerated by salary and 
a percentage of the company’s net pro- 
fits. In 1951 he claimed a deduction 
for his car expenses, Christmas gifts, and 
entertainment expenses in computing his 
income from his employment. 
Held (Mr. Fordham), a percentage of 
an employer's net profit is not a commis- 
sion or percentage of sales, and hence 
ITA s. 11(6)(c) does not apply to 
permit the deduction of the amounts 
claimed. 


Que, Feb 19/54 Dismissed 


Raber v. M.N.R. 


Employment — Commission Agent — 

Entertainment expense — Absence of 

vouchers — Whether made to acquire 
goodwill — Capital expenditure 


Raber, a_ registered broker's agent 
working with a brokerage firm on com- 
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mission, was disallowed a deduction of 
$1,925, the amount which he estimated 
that he spent in 1951 in entertaining 
clients or possible clients, in purchasing 
meals, drinks, tickets for sports events 
and the theatre, and gifts. He appealed 
from the disallowance of the deduction, 
but produced no vouchers or itemized 
record in proof of the expenditures and 
he asserted that when giving tickets to 
a client or prospective client he always 
hoped that it would lead to introductions 
to other potential clients. 

Held (Mr. Fisher), the evidence was not 
sufficient to meet the onus on appellant 
of showing that the assessment was in- 
correct or that the expenditures claimed 
by him were allowable. To some extent 
the expenditures claimed to be made 
could well be considered to have been 
made for the purpose of enlarging the 
field of his potential clients and obtain- 
ing their confidence, and that was a form 
of expenditure for obtaining goodwill 
and therefore a payment in respect of 
capital, the deduction of which is pro- 
hibited by ITA s. 12(1)(b). 
Ont, Mar 12/54 


McLeavy v. M.N.R. 


Dismissed 


Employment — Deductions — Cost of 
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small tools used — Whether “consumed” 
— ITA (1952) s. 11(10)(c) 


An aircraft maintenance engineer em- 
ployed by an aircraft repair company 
and required by the terms of his employ- 
ment to supply his own small tools for 
use in the performance of his duties 
spent $229 in 1952 in purchasing new 
tools and replacing others which had 
become broken, lost, or worn-out in the 
performance of his work. 


Held (Mr. Fisher), he was not entitled 
to deduct the cost of tools worn-out, 
broken, or lost in the performance of the 
duties of his employment in computing 
his income from his employment for 
1952. Section 11(10)(c), which, by way 
of exception from s. 5, permits a deduc- 
tion for the cost of supplies that were 
consumed directly in the performance of 
the duties of an employment, does not 
apply since the tools in question were 
not “‘consumed” as distinct from “used” 
in the course of the employment. The 
word “consumed” in s. 11(10)(c) 
means “used up” so as to be unfit for 
further use in the performance of any 
similar employment. 


Alta, Feb 19/54 Dismissed 


INCOME TAX REGULATIONS 
P.C. 1954-499, April 5, 1954 
REVOCATION OF REGS. 1100(4) AND 1700(5) 


HIS EXCELLENCY the Governor General in Council, on the recommendation of 
the Minister of National Revenue and by virtue of the powers conferred by s. 117 of 
the Income Tax Act, is pleased to amend the Income Tax Regulations made and established 
by Order in Council P.C. 6471 of December 22, 1949, as amended, and the said regula- 
tions are hereby further amended by revoking therefrom s. 1100(4) and s. 1700(5) 
thereof, which require capital cost allowance deductions to be reflected in the financial 
statements of corporations, the said amendments to be applicable to the 1954 and subse- 
quent taxation years. 


SOR/54-126 Canada Gazette, April 28, 1954 








